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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


TUESDAY, JUNE 17, 1958 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. L. H. Fountain (chairman 
of the subcommittee) presiding. 

Present: Representatives Fountain, Reuss, Michel, and Dwyer. 

Also present : James R. Naughton, subcommittee counsel. 

Mr. Fountain. Let the subcommittee be in order. The record may 
show that a quorum is present. 

As a part of the hackeronnl for our hearings this morning, I would 
like to make an opening statement. 

By delegation of the Committee on Government Operations, the 
Intergovernmental Relations Subcommittee has responsibility for ex- 
amining the operations of the Department of Agriculture at all levels 
with respect to economy and efficiency. 

Our hearing today 1s the first in a series of hearings that will be 
held by the subcommittee in carrying out this responsibility. These 
hearings will be primarily, but not exclusively, concerned with the 
operations of the Pienmodty Credit Corporation. 

Our hearing today is for the purpose of examining internal pro- 
cedures established by the Department of Agriculture and the Com- 
modity Credit Corporation to prevent and detect law violations and 
serious irregularities and to promote maximum economy and efficiency 
in program operations. During the next few weeks we expect to hold 
a number of additional hearings concerning activities of the Depart- 
ment and particular transactions or programs of the Commodity 
Credit Corporation. 

The Commodity Credit Corporation is a wholly owned Government 
corporation established by law as an agency and instrumentality of 
the United States. The corporation is managed by a Board of Direc- 
tors and is subject to the general supervision and direction of the 
Secretary of Agriculture. It engages in buying, selling, lending, and 
other activities with respect to agricultural commodities and their 
products for the purpose of stabilizing, supporting, and protecting 
farm income and prices, assisting in the maintenance of adequate and 
balanced supplies of such commodities, and facilitating their orderly 
distribution. 

All of us, I am sure, recognize the need for careful examination by 
Congress of the way in which the taxpayers’ money is spent. This is 
particularly true in view of the very large amounts that the Federal 
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Government is now spending. While it is neither the largest nor the 
most expensive of our Federal departments, the Department of Agri- 
culture’s 1959 appropriation is $3,200 million—an amount which is 
larger than all expenditures by the Federal Government in 1930. 

More than half of the Agriculture Department appropriation— 
$134 billion—is for the Commodity Credit.Corporation. The CCC 
handles literally billions of dollars worth of agricultural commodities 
each year. While the Congress has established certain general legal 
requirements, much of the conduct of CCC’s affairs is determined by 
the administrative decisions of its officials. 

It is obvious that those responsible for CCC’s operations are in a 
position to either save or waste tremendous sums of the taxpayers’ 
money. I should like at this time to put in the record some statistics 
about the Commodity Credit Corporation which clearly demonstrate 
this point: 

Commodity Credit Corporation has borrowing authority of $14.5 
billion, of which $13.7 billion was in use on June 30, 1957. 

Commodity Credit Corporation’s investment in price-support loans 
and inventories on June 30, 1957, was $7,338 million. On June 30, 
1956, it was $8,257 million. 

Cost value of CCC inventories on June 30, 1957, was $5,371 million. 
This included 824 million bushels of wheat valued at $2.2 billion, 803 
million bushels of corn with a cost value of $1.4 billion, and 5 million 
bales of cotton valued at $867 million. 

Commodity Credit Corporation spent $554 million during fiscal 
1957 for storage and transportation of its commodity inventory. 

In many respects, the Commodity Credit Corporation is by far the 
largest corporation in the United States. Its 1957 inventory, for 
example, is several hundred million dollars larger than the combined 
total inventories of the five largest U.S. industrial corporations, as 
listed by Fortune magazine. These companies are General Motors, 
Standard Oil of New Jersey, Ford, United States Steel, and General 
Electric. 

The Government has a very big business on its hands in the Com- 
modity Credit Corporation. There is every likelihood that this opera- 
tion will continue for some time to come. Because of its size, it is 
particularly important that it be carried on with the utmost honesty 
and with maximum economy and efficiency. It is our hope that the 
subcommittee’s work will contribute to this objective. 

We have as witnesses this morning Mr. Charles L. Grant, Director 
of the Finance and Budget Office of the U.S. Department of Agricul- 
ture; Mr. C. T. Forster, Chief, Division of Investigations of the Office 
of Personnel; Mr. D. J. Harrill, Director of the Internal Audit Divi- 
sion of the Commodity Stabilization Service; Mr. William H. Duggan, 
Director, Compliance and Investigation Division, CSS; and Mr. 
Howard B, Pickard, of the Office of the General Counsel. 

Gentlemen, we appreciate your coming here to assist us this morning 
and without further comment we will hear from you at this time. 

I believe it might be appropriate to hear first from the witnesses 
representing the Department and then from the witnesses represent- 
ing the Commodity Stabilization Service and the Commodity Credit 
Corporation. 

We will start out in that order. 
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I might also say that when we ask questions, the one of you who 
feels best qualified to answer that question may do so and the others 
may feel free to supplement the answers. 

As I understand it, Mr. Grant, you have a prepared statement in 
the form of a reply to my letter of May 15, 1958, and that of Mr. 
Naughton, our counsel, to you, on May 27, 1958. 

If there is no objection, my letter and Mr. Naughton’s letter will 
be inserted in the record at this point prior to the reading of the letter 
by Mr. Grant. 

(The documents referred to are as follows :) 

May 15, 1958. 
Hon. Ezra Tart BENSON, 
Secretary of Agriculture, U.S. Department of Agriculture, 
Washington, D.C. 

Dear Mr. SecreTARY: By delegation of the Committee on Government Opera- 
tions, the Intergovernmental Relations Subcommittee has responsibility with 
respect to the Department of Agriculture and its related agencies for studying 
the operation of Government activities at all levels with a view to determining 
its economy and efficiency. In carrying out this responsibility, the subcommit- 
tee wishes to examine the manner in which the Department and its reluted 
agencies are handling matters involving possible criminal actions and/or civil 
damage claims. 

It would be appreciated, therefore, if the Department will provide the 
subcommittee with a description of its policies and procedures relating to such 
matters, including specifically the following information: 

1. A description of the procedures being used to prevent and detect serious 
irregularities, 

2. An outline of the manner in which matters involving possible criminal 
Violations or civil damage claims are handled, describing particularly whether 
prosecutions in such cases are handled by the Department or are referred to 
the Department of Justice and what steps, if any, the Department of Agricul- 
ture takes to check on the progress of cases referred to the Department of Justice. 

In addition, it would be appreciated if you will furnish the subcommittee with 
statistics showing the following information for each fiscal year since July 1, 
1953, and for the first half of the current fiscal year: 

1. The total number of cases (with a breakdown showing the number of cases 
of each type) referred to the Justice Department by the Department of 
Agriculture. 

2. The number of cases of each type closed, with such further information as 
is available showing the manner of disposition. 

3. The number of cases of each type pending at the end of each fiscal year 
and on December 31, 1957. 

4. Such information as is available showing the number of cases of each type 
pending on December 31, 1957, which were referred to the Department of Justice 
on or before June 30, 1956. 

It would be further appreciated if you will furnish a brief description of each 
ease referred to the Department of Justice since July 1, 1953 (including action 
taken by Justice and present status) coming within the following categories: 

1. All grain storage, handling or processing cases involving $10,000 or more. 

2. All section 32 and school lunch cases involving $5,000 or more. 

3. All cases involving Commodity Credit Corporation sales where the amount 
in question is $5,000 or more. 

1. All other fraud cases concerning CCC transactions except those involving 
drought relief or producer borrowers. 

Since this information is needed for subcommittee work now in progress, it 
would be appreciated if you will provide it not later than Junel. If there is any 
question concerning the information desired, or if you feel that it would be unduly 
burdensome to provide any of the information within the time specified, it would 
be appreciated if your office will contact the subcommittee counsel, Mr. James 
Naughton, on receipt of this letter. 

Sincerely, 
L. H. Fountratrn, 
Chairman, Intergovernmental Relations Subcommittee. 
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May 27, 1958. 
Mr. Cyaries L. GRANT, 


Director, Office of Budget and Finance 
U.S. Department of Agriculture, Washington, D.C. 

Dear Mr. GRANT: By delegation of the Committee on Government Operations, 
the Intergovernmental Relations Subcommittee has responsibility for examining 
operation of Government activities in the Department of Agriculture and its re- 
lated agencies at all levels with respect to economy and efficiency. The subcom- 
mittee is interested in obtaining information concerning the procedures used by 
the Department to insure maximum efficiency and economy and to prevent and 
detect serious irregularities and/or law violations. It would be appreciated if 
you will furnish the subcommittee with a description of such procedures, giving 
particular attention to internal audit activities which your office supervises and 
coordinates. We are especially interested in procedures relating to operations of 
the Commodity Credit Corporation. 

In addition to the above general description, it would be appreciated if you 
would provide the following specific information : 

(1) The number of personnel engaged in auditing activities and such break- 
down as is available showing the number assigned to each phase of departmental 
operations ; 

(2) The annual cost of audit activities and such breakdown as is easily avail- 
able for various departmental operations; and 

(3) The number of regular and special audit reports made in each of the last 
3 fiscal years. In the case of audits of the Commodity Credit Corporation, this 
should be further broken down to show the number of audits for each commodity 
office, the total number of State office audits, the number of special audits, if any, 
ete. It would also be appreciated if you would describe the procedures used, if 
any, to follow up on findings and recommendations made in audit reports. 

Your cooperation will be appreciated and, I am sure, will be helpful to the sub- 
committee. If there is any question concerning the material desired, please feel 
free to call me. In the event the requested information cannot be furnished by 
June 4, it would be appreciated if you will contact me on receipt of this letter. 

Sincerely, 
JAMES R. NAUGHTON, 
Counsel, Intergovernmental Relations Subcommittee. 


STATEMENT OF CHARLES L. GRANT, DIRECTOR, OFFICE OF BUDGET 
AND FINANCE, U.S. DEPARTMENT OF AGRICULTURE; ACCOM- 
PANIED BY C. T. FORSTER, CHIEF, DIVISION OF INVESTIGA- 
TIONS, OFFICE OF PERSONNEL; HOWARD B. PICKARD, ASSISTANT 
TO DEPUTY GENERAL COUNSEL; D. J. HARRILL, DIRECTOR, 
INTERNAL AUDIT DIVISION, COMMODITY STABILIZATION SERV- 
ICE; AND WILLIAM H. DUGGAN, DIRECTOR, COMPLIANCE AND 
INVESTIGATION DIVISION, COMMODITY STABILIZATION SERVICE 


Mr. Grant. Thank you, Mr. Chairman. We are here this morning 
as requested in your letter of June 11, 1958, to explain the internal 
procedures of the Department designed to prevent and detect irregu- 
larities in the Department’s operations. 

I think that by reading this letter we might set a good basis for 
the hearings which you are undertaking this morning. [Reading:] 

JUNE 17, 1958. 
Hon. L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 

DEAR CONGRESSMAN FOUNTAIN: In your letter of May 15, 1958, and that of 
Mr. Naughton to Mr. Grant on May 27, 1958, information was requested con- 
cerning the procedures used by the Department to insure maximum efficiency 
and economy and to prevent and detect serious irregularities and law violations. 
In compliance with these requests, we are submitting information concerning 
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the internal audit, investigation, and other review activities within the Depart- 
ment. 

The effective and efficient conduct of the Department’s activities requires 
extensive decentralization of program functions and responsibilities. This, in 
turn, has made it necessary to delegate responsibilities to many field offices and 
individuals. Under these conditions, it is essential that the Department have 
adequate facilities to assure management officials that the operations and pro- 
grams are being carried out in accordance with laws, regulations, and procedures 
in an efficient and economical manner. 

To accomplish this objective, considerable attention has been given throughout 
the Department in developing adequate internal controls which would provide 
assurance that its operations are satisfactorily performed and to minimize the 
possibility of irregularities and law violations. Many of these controls are 
deliberately built into our prescribed procedures for the operations of the various 
agricultural programs and have proven very effective. Other controls provide 
for various types of inspection. The principal types of independent inspections 
are internal auditing and investigation. 


INSPECTION FACILITIES WITHIN THE DEPARTMENT 


Independent inspection facilities include (a) internal audit, which is con- 
cerned primarily with the adequacy and effectiveness of operating policies, plans 
and procedures, and compliance therewith; an appraisal of operating policies ; the 
adequacy of safeguards for the protection of the resources of an agency and the 
degree of reliability of financial and accounting data, and (b) investigations of 
alleged or apparent irregularities and violations of law or regulations in con- 
nection with the programs and operations of the Department. 

Departmental staff responsibility for coordination of all audit and investi- 
gation activities is in the immediate Office of the Secretary. The staff assistant 
to the Secretary for Program Appraisal, in addition to other responsibilities, pro- 
vides (a) overall leadership and general review of audit and investigation 
activities, and (b) the review and followup of significant information developed 
by audit and investigation activities. 

The Office of Budget and Finance provides staff guidance and assistance to 
the agencies in the Department in (a) the development and installation of in- 
ternal audit and program and management investigation activities, and (6) the 
formulation and recommendation of program inspection policies, methods and 
procedures. This Office also serves as liaison with the General Accounting 
Office in connection with its audits and investigations of the various agencies 
within the Department. This Office does not generally make audits of De- 
partment activities, but operates in a staff capacity regarding audits and pro 
gram investigation matters. 

At present these staff responsibilities require approximately 8% man-years at 
an estimated annual cost of $69,000. 

At the departmental level, we also have an investigation staff in the Office of 
Personnel. In addition to other assigned personnel responsibilities, this unit 
conducts investigations of misconduct or wrongdoing by employees of the de- 
partment and other matters coming to the attention of the Director of Personnel. 
It is estimated that at June 30, 1958, 23 employees at an annual cost of 
$182,075 will be engaged in this activity: Records indicate that 116 reports were 
prepared in 1956, 134 in 1957, and 171 in 1958. It is impractical without a de- 
tailed analysis of our records to identify personnel, cost and reports relating 
to other than routine personnel matters. 

In the agencies of the department, these audit and investigation functions 
are generally performed by the internal audit staffs. An exception is in the 
Commodity Stabilization Service which has separate divisions for each func- 
tion. The statistical information regarding number of personnel, annual cost, 
and number of reports for each agency in the department is reflected on exhibits 
A and B. 


DEVELOPMENT OF INTERNAL AUDIT FACILITIES 


For many years this Department has encouraged the establishment of inde- 
pendent internal audit facilities. This has been done in all agencies of the 
Department where the organization and programs are sufficiently large to war- 
rant a separate and independent staff to assist management in achieving a 
more efficient and economical administration of agency operations. Eleven 
program agencies in the Department now have internal audit coverage. These 
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program agencies expend well over 95 percent of the Department’s funds and 
employ over 95 percent of the Department’s personnel. The Department makes 
periodic surveys of its inspection activities to assure that adequate facilities 
exist at the Department and agency levels. 


INTERNAL AUDIT POLICIES AND PROCEDURES 


The Department’s concept of internal audit follows very closely the broad 
approach found in large industrial and commercial concerns and advocated by 
the Institute of Internal Auditors and the General Accounting Office. The De- 
partment’s policy declaration on internal audit issued in April 1954 was one of 
the first such comprehensive statements in the Federal Government to recognize 
the service which internal auditors can provide to management not only in de- 
tecting irregularities but also as an aid in improving and strengthening opera- 
tions. A copy of this statement is attached as exhibit C. . 

The Department’s policy provides that all program and administrative ac- 
tivities are subject to review by internal auditors. The internal audit staffs 
ascertain for management (1) the degree of compliance with laws, plans, 
policies, and procedures, (2) adequacy of policies and procedures, (3) reliability 
of accounting and statistical data, and (4) controls in need of strengthening 
and areas where improvements can be made. 

In addition to the review and appraisal of the agency’s internal operations, 
the internal audit staffs make audits of organizations which have entered into 
contracts or agreements with the Department. These audits are made for the 
purpose of determining the propriety of claims against the Goverment as well 
as compliance with the provisions of the contract or agreement. 

In order to assure (1) objective reviews and unbiased reporting, (2) free 
access to all agency activities, and (3) effective followup on recommendations, 
the Department has established the policy of having the heads of agency internal 
audit and investigation staffs report directly to their respective administrators. 


INVESTIGATION ACTIVITIES 


The Department promptly investigates all known or suspected irregularities 
and law violations. In four agencies, trained investigators are assigned to the 
internal audit staffs. In another agency, the Commodity Stabilization Service, 
investigations are conducted by an independent division. Where agencies do not 
have investigation facilities, such work is performed for them by the Division 
of Investigations, Office of Personnel. 

Investigators conduct surveys to detect fraud, law violations, and irregulari- 
ties in the administration of agency programs and to ascertain whether program 
participants are complying with applicable laws and regulations. If, during 
audit or investigative assignments, irregularities are detected independent of 
the matters under consideration, action is taken to ascertain all facts and report 
the findings to appropriate officials. 

The information developed by investigators enables management to take 
remedial administrative action and to report to the Office of the General Counsel 
any cases involving possible civil or criminal action. 


FOLLOWUP ON REPORTS 


Agency officials are responsible for assuring prompt and appropriate action 
on all audit and investigation reports. The procedures involved in the handling 
of reports vary by agencies. Generally, copies of each report are sent to the 
head of the agency and to the particular divisions or field office responsible for 
the areas or functions commented upon in the report. The internal auditors and 
investigators are advised of all actions taken on their reports. 


OTHER INSPECTION ACTIVITIES 


The Department has always recognized and emphasized the need for line or 
functional inspections by responsible agency and staff office officials. Certain 
agencies also periodically make multifunctional reviews and evaluations, 
through the use of operating personnel, which focus on such matters as accept- 
able performance, program conditions, and relationships, 
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The Department is responsible for administration of numerous laws and regu- 
lations aimed at protecting farmers and others from deceptive, careless, and 
fraudulent practices. Examples are the Packers and Stockyards Act, Commodity 
Exchange Act, Federal Seed Act, and the U.S. Warehouse Act. Agencies respon- 
sible for these functions use technically trainned personnel to detect and prevent 
law violations. 

EXTERNAL REVIEWS OF DEPARTMENT OPERATIONS 


All of the large agencies in the Department, except one, have been under the 
General Accounting Office comprehensive audit program for at least 4 years. 
The Comptroller General has advised that effective July 1, 1958, the compre- 
hensive audit will be extended to cover all agencies of the Department. Under 
this audit program the General Accounting Office reviews and appraises all 
programs and activities, including the effectiveness of the internal audit and 
program investigation functions. 

In addition to the continuous audits of the General Accounting Office, special 
investigations of Department operations are initiated from time to time by 
congressional committees. One such investigation conducted in 1954 by the 
staff of the House Subcommittee on Agriculture Appropriations involved a very 
extensive study of the Department’s internal audit and program investigation 
activities. 


PROCEDURE IN OFFICE OF THE GENERAL COUNSEL FOR HANDLING INVESTIGATION 
REPORTS 


The General Counsel is the principal legal adviser of the Seeretary and the 
ehief legal officer of the Department. It follows that the attorneys on the 
General Counsel’s staff in Washington and in the field are available to the 
administrative personnel for legal advice and guidance during the course of all 
departmental investigations. 

When completed, the investigation reports and other information concerning 
irregularities with respect to all programs are first reviewed by the adminis- 
trative officials charged with responsibility for administration of the programs. 
Where the review discloses evidence warranting consideration by the Office of 
the General Counsel, the official forwards the investigation report and other 
relevant material to the Office of the General Counsel. 

The attorneys in the Office of the General Counsel then review the file. Where 
the review discloses a substantial basis for action, all relevant material, includ- 
ing investigation reports, is referred by the Office of the General Counsel to the 
Department of Justice for such action as the Department of Justice may deem 
appropriate, together with a summary of the pertinent facts, a discussion of 
any novel legal problems involved, reference to the statutes and regulations in 
question, and, in some instances, suggested forms of pleadings. 

Under an arrangement with the Department of Justice, civil or criminal 
matters under some programs are referred directly to U.S. attorneys. Although 
some of these matters subject to direct referral are handled in Washington 
the vast majority are sent to the U.S. attorneys by the field offices of the General 
Counsel. In such instances the attorneys in the field offices follow the procedure 
outlined above in referring matters to the U.S. attorneys. 

The Office of the General Counsel maintains, either in Washington or in the 
field, records on all cases referred to the Department of Justice. The Office 
makes periodie checks, either orally or in writing, as the situation may require, 
upon the status of cases. Upon request, and to the extent that personnel per- 
mits, the Office of the General Counsel furnishes assistance to the Department 
of Justice in connection with referred cases. 

When a case is referred to the Department of Justice, action with respect 
thereto is the responsibility of the Department of Justice. 

In addition to litigation in the courts, most regulatory statutes provide for 
administrative proceedings to enforce compliance. Where such proceedings are 
instituted the attorneys of the General Counsel’s Office act as legal representa- 
tives of the Department and furnish all legal services necessary in connection 
therewith, including the preparation of briefs and argument upon judicial review 
of orders issued in such proceedings. 

Sincerely yours, 
E. L. Pererson, Acting Secretary. 
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(Exhibits referred to by Mr. Grant follow :) 


EXHIBIT A 
U.S. DEPARTMENT OF AGRICULTURE 


Information on agency internal audit and investigation activities 


| Number of audit and 


investigation reports 




















Agency Number of} Annual 
personnel ! cost! Fiscal years 
1956 1957 1958 1 
Agricultural Marketing Service__..............--....- 112 $977, 000 1,779 | 2,006 2, 032 
Agricultura] Research Service__....................... 10 98, 753 57 87 63 
Commodity Stabilization Service (see exhibit B)?_.._.- 47 3, 761, 942 2,010 | 2,317 3, 629 
Farmers Home Administration._..................-..- 87 665, 714 983 1, 034 1, 051 
Federal Crop Insurance Corporation. _ __.............-- 7 65, 874 23 26 | 32 
Federal Extension Service 3_.............-....-.-.-.... 4 CEO Nicccncecdoodadce 49 
Foreign Agricultural Service ‘___........--.---.-..--.- 2 30, 500 |.......- | 2 6 
SF aR am a OR: Nd Nic 6 
Rural Electrification Administration __._____- Sinnieetas 8 | 58, 400 17 17 25 
es COMIOEE VOIGT TOE VIOG | 6 oneness bce 10 | 92, 796 10 18 | 18 
aa ik elie sign Eich caktigin Minima oulis tga: 741 | 5,934, 040 4, 879 5, 507 6, 911 
i | 





1 Based on estimates for year ending June 30, 1958. 
2 Performs audit and investigation services for agricultural conservation program service. 


8 Internal audit staff established September 1957. Cost includes personnel detailed to internal audit on 
a temporary basis. 


‘ Internal audit staff established January 1957. é 
5 Independent internal audit staff established January 1958. 


ExHIRBIT B 
U.S. DEPARTMENT OF AGRICULTURE 
COMMODITY STABILIZATION SERVICE 


Number of audit and investigation reports 


Fiscal year 











| 
1956 | 1957 | 1958 

_— z eS 

Internal audit reports: 
a ia chee Ang abe eerukedn aay had baeinkete 61 69 | 64 

Commodity offices: 
PE cde ad ied sida dbcatnthhwwdddebskdsastbinOdddeadantcldcewed ; 19 22 | 18 
Chicago......- : pists ils SE ach sleet ghee Stash ; 33 26 | 28 
Cincinnati--_- ice tcah hated pith 5 aie W deter its wntcBlain tien inti tani 26 26 30 
Dallas_-___- ae : oe a Sars Reais 19 31 33 
Kansas City_----- Jhansi eek heb ageeesh natal. 31 52 | 36 
I ng cet te wrth a orden iab biG Wha Ginad tha VetdEGGr <bthbdae evel 23 21 | 33 
New Orleans.........- = pikareanae Oligtiinces itinerant Sn ata tas 23 | 34 
EE hin inaoaawo se ane sen teat anaes a oan ne Oe eh ope we 25 34 30 
Ges. £552 es si hd Pw Milavi-cu 106 58 | 97 
County offices... .........--- eee nen nw nena dansnqunewsesseensecsdecssce- 260 362 | 1, 733 
Other offices : ‘ 17 14 | 7 

Audits of commercial concerns, producers’ associations, and others contract- | 
ing with Commodity Stabilization Service. ._..............-.-.---.....-- 317 507 | 331 
la fi ack ic einen = aera eiak tea betel ae ae eee 960} 1,245 | 2,479 





Investigation reports: Because of the inherent nature of investigation, our records 
are not maintained on an individual office basis. Accordingly, it is not practi- 
cal to so identify our investigation reports. --..........---..-----------.-.....- 1, 050 1,072} 1,150 


POs oeszls + 


2,010 | 2,317} 3,629 
; 
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ExHIBIT C 


U.S. DEPARTMENT OF AGRICULTURE, 
Washington, D.C., April 26, 1954. 


MEMORANDUM TO HEADS OF DEPARTMENT AGENCIES 


For a number of years this Department has encouraged the establishment of an 
internal audit activity in those agencies of the Department where it is determined 
that an internal audit staff can effectively assist management in achieving a more 
efficient and economical administration of agency operations. Considerable 
progress has been made in carrying out this objective and at the present time 
internal audit staffs are established in most of the agencies in the Department, 
including all of the larger agencies. All of the major activities and funds of the 
Department are now subject to examination by the respective agency internal 
audit staffs. 

One of the basic philosophies involved in the Department’s position with re- 
spect to the utilization of internal audit staffs is that such staffs should report 
to a level of administration in the agency which will facilitate an independent 
and impartial execution of the audit objectives. In addition, the Department 
has felt that such staffs must be established in such a way that their organization, 
authorities and scope of activities would be patterned to fit the needs of the indi- 
vidual agency. 

The attached statement on internal audit has been prepared in order that there 
may be a uniform understanding in the Department with respect to the scope and 
objectives of this activity. It must be remembered, however, that this statement 
can only serve as a general guide and that the needs and problems of each indi- 
vidual agency must be given consideration in the establishment and organization 
of the internal audit staffs. The activities listed in the attached statement are 
typical of those usually assigned to internal audit staffs, but an extension of scope 
or assignment of additional functions may quite appropriately be made when 
necessary to meet the needs of the agency. As emphasized in the attachment the 
work of the internal audit staff is a staff function and under no circumstances 
should it be responsible for, or required to perform, line operations. 


RaAtpuH S. RoBeERtTs, 
Administrative Assistant Secretary. 
Attachment. 
STATEMENT ON INTERNAL AUDIT 
(A) Nature 


1. Definition.—Internal auditing is an independent activity within an agency 
to ascertain for management whether its policies and procedures are adequate 
and properly adhered to; to provide management with systematic and objective 
appraisals of internal controls and operating procedures and practices; and to 
verify the accuracy and reliability of the financial records and reports. 

2. Relationship to agency operations.—Internal auditing is a staff function 
and, therefore, is completely independent of line operations. This independence 
permits the auditor to provide management with impartial reports concerning 
his review and appraisal of agency policies, plans, and procedures. The audi- 
tor’s review and appraisal does not in any way relieve other persons in the agency 
of the primary responsibilities assigned to them. Full responsibility is vested in 
the operating groups for proper protection and use of the assets of the organiza- 
tion; for compliance with policies, procedures, and objectives ; and for the correc- 
tion of any adverse condition cited in the auditor’s report. The establishment 
of an internal audit staff does not replace any lines of operating responsibilities, 
nor does it eliminate the necessity for such functional inspections as may be 
necessary in the discharge of assigned responsibilities. 

The internal auditor may properly make recommendations and advise or con- 
sult with appropriate agency officials regarding deficiencies found. The internal 
auditor is not responsible for developing new organization, methods, systems or 
procedures. Such responsibility would give him a vested interest in the results 
and would lead to natural bias when subsequently, in the course of his audits, 
he is required to appraise his own work. The internal auditor is responsible for 
reporting deficiencies and weaknesses in an agency so that the system, procedure, 
or method specialists can survey the situation and develop the methods and proce- 
dure necessary for corrective action. 
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8. Authority—Since internal auditing is a staff or advisory function rather 
than a line or operating function, the internal auditor does not have authority 
to make, or give orders to make, changes in the procedures or operations of an 
agency. He recommends changes for the consideration of management and 
operating officials. The internal auditor performs his duties by independent 
analysis and review of existing activities and procedures. The internal audit 
staff should not be responsible for or required to perform line operation assign- 
ments, 

4. Location on the organization and independence.—The internal audit staff 
should be responsible to an official of sufficient rank at the top administrative 
level to assure adequate consideration and action on its findings or recommenda- 
tions. The position of the internal auditor in the organization should be such 
that he is independent of the officials who are directly responsible for the opera- 
tions he is charged with auditing. Otherwise, his reports cannot be expected to 
express his conclusions and recommendations without reserve and his work may 
lose objectivity. Generally, there is need for only one internal audit staff within 
an agency. In large agencies, however, field audit offices may be necessary, and 
such offices should be responsible to and report directly to the head of the internal 
audit staff. 


(B) Objectives 


The primary objective of internal auditing is to assist management in achiev- 
ing an effective, efficient, and economical administration of the operations of the 
agency. This objective requires that the internal auditor carry on activities 
which will assure protection of the agency’s interest and aid in the improve- 
ment of the various phases of the operations. The accomplishment of these 
objectives includes the review of the agency's financial affairs; the testing of the 
adequacy of management controls established to prevent the dissipation of the 
resources of the agency; the appraisal of existing agency controls, procedures 
and instructions; the determination that each organizational unit is carrying out 
the plans, policies, and procedures for which it is responsible; and the making 
of recommendations to strengthen effectiveness and increase efficiency of oper- 
ations. 

(C) Activities 

The scope of work assigned to an internal audit staff includes: 

1. Reviewing and appraising the policies, plans, procedures, and records of 
the agency.—The internal auditor reviews the agency’s operating policies, plans, 
and procedures to determine their adequacy and effectiveness. This includes an 
appraisal and deteimination as to the extent to which information on policies, 
plans, and procedures is effectively distributed, understood, and accepted by all 
officials and employees concerned; whether the records are necessary and ade- 
quate in meeting the needs of the agency ; whether proper internal control is pro- 
vided; and identifying and reporting to management those areas in which it 
appears that improvement is needed. 

2. Ascertaining the extent of compliance with established policies, plans, and 
procedures, including departmental and agency regulations, laws, ete.—Manage- 
ment requires some independent means by which it can be informed of the extent 
of compliance with departmental and agency policies, plans, procedures, and regu- 
latory and other requirements, established for the purpose of guiding and con- 
trolling operations. The internal auditor should determine through a review 
of transactions and operations whether the office under audit is complying with 
instructions, procedures, laws, ete. The determination of compliance with 
accounting and fiscal procedures involves the review of operating practices. 
Other activities of an operating nature which have no direct accounting or fiscal 
relationship should be observed as to compliance. 

8. Ascertaining whether the agency’s assets are properly accounted for and 
safeguarded from losses.—This includes a determination whether all assets are 
properly accounted for and adequate controls are established to protect such 
assets from theft, deterioration, and misuse; the detection of fraud and dis- 
honesty and of those practices which could lead to fraud or dishonesty; and the 
identification of actual or potential losses or any practices which could result 
in loss to the agency. 

4. Ascertaining the degree of reliability of accounting and supporting statisical 
data developed within the agency.—This includes verification of the correctness of 
the accounts and a determination as to whether acceptable accounting principles 
are followed ; confirming the validity of the data produced by the regular account- 
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ing processes; and reviewing accounting and supporting statistical reports for 
accuracy and usefulness to management. 

5. Observation of inefficiency and waste—This activity includes an appraisal 
of performance under agency policies, plans, and procedures, and any observa- 
tion that the internal auditor may make of inefficiency and waste in the opera- 
tions and management of the agency. It may also include a review of the effec- 
tiveness of new methods which have been established to determine if improve- 
ments have been attained and the objectives desired have been accomplished. 


(D) General 


Each internal audit includes those elements required to accomplish the objec- 
tives of internal auditing, taking into consideration the type of organization, the 
nature of the operation involved, and the general conditions to be served. It is 
necessary for the internal auditor to cooperate with representatives of the Gen- 
eral Accounting Office in connection with their audits of the agency. This co- 
ordination of audit activities is essential since the work of the internal auditor 
will affect the scope and extent of examination work performed by the GAO 
auditors. Arrangements should be made to keep GAO informed of the agency 
audit plans, scope of audits, and audit findings. 

An audit manual should be prepared outlining the scope of the audit. In some 
agencies, the internal audit tends to become a continuous appraisal, while in 
others it may be periodic in character. A formal audit plan is desirable, listing 
the audits to be made, a time schedule, and the general areas to be covered. 

After the audit has been completed, the general practice is to prepare a report 
of the findings, both for the purpose of keeping management informed and as 
the basis for corrective action. In most cases it is considered good policy to dis- 
cuss the findings of the audit with those affected to insure accuracy and com- 
pleteness before a report is prepared and submitted to the official having re- 
sponsibility for the organization being audited. The internal auditor is re- 
sponsible for following through on reports to determine whether appropriate 
action is taken on the recommendations contained therein. 

It is customary for the internal auditor to prepare an annual summary report 
covering the activities of the internal audit staff. As a minimum, this annual 
summary report should provide management with (1) information to assure 
that the internal audit program was conducted as authorized, (2) a summary 
showing major conditions observed, recommendations made, and action taken 
in connection therewith. 

While internal auditing involves an independent relationship between the 
internal audit staff and the officials and employees of the office under audit, it 
is important that the auditors receive complete cooperation from such individuals 
in order that the maximum benefit may be received from the audit with the 


minimum of effort and work interference. 

Mr. Grant. Mr. Chairman, the foregoing covers the principal fea- 
tures of our procedures relating to internal audit and special in- 
vestigations. 

I will be glad to try to answer any overall questions you have and 
Mr. Harrill and Mr. Duggan of the Commodity Stabilization Service 
can reply with respect to their detailed activities. 

Mr. Founrarn. Thank you, Mr. Grant. 

Does this letter contain a full reply to my letter of May 15 or will 
there be supplementary information furnished the committee ? 

Mr. Grant. There will be certain additional information with re- 
spect to items requested in the May 15 letter. 

Mr. Founratn. As I understand it, you wanted until August 1 as a 
last date on which to provide that information. 

Mr. Grant. Yes. The plan is to try to get it as quickly as we can, 
but there is a considerable amount of work involved in compiling cer- 
tain of the information. 

Mr. Founrarn. We understand that. 

Mr. Forster, as Chief of the Division of Investigation in the Per- 
sonnel Office, I believe you are the appropriate person to answer the 
questions Iam about to pose. 


37524— 59—— 2 
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Tf not, any others who are here may feel free to supplement your 
answer. 

Does the Department of Agriculture have procedures to prevent 
and detect situations in which there may be a conflict between the pri- 
vate interests of the employees and the public interest? 

Mr. Forster. The internal audit procedure would or should dis- 
cover such cases. Such cases do come to the attention of the Depart- 
ment if citizens or other employees report it. 

Mr. Fountarn. In other words, your audit procedures are suf- 
ficiently broad to catch that type of situation? 

Mr. Forster. I believe so. 

Mr. Fountatn. Do you have regulations on the subject? 

Mr. Forsrer. Mr. Chairman, I “brought with me a copy of our 
regulations pertaining to personal conduct of employees and that is 
the responsibility which is primarily mine. I then also brought with 
me a copy of the Department’s regulations regarding investigations, 
and I will be glad to leave those. 

Mr. Founrarn. Thank you. If there is no objection, these regu- 
lations will be inserted in the record. 

(The regulations referred to follow :) 


U.S. DEPARTMENT OF AGRICULTURE REGULATIONS 


CHAPTER 55. CONDUCT OF EMPLOYEES 
SECTION 1. PERSONAL CONDUCT 


2000. Duty of employees 


It is the duty of employees of the Department to serve the public well and 
faithfully under the Constitution and laws of the United States, and to admin- 
ister these laws and the work of the Department impartially, efficiently, and 
in accordance with the public interest. Employees shall not at any time con- 
duct themselves in a manner that might cause embarrassment to or criticism 
of the Department or interfere with the efficient performance of their duties. 
2001. Conduct or activities specifically prohibited 

The following are some of the more common types of improper conduct or 
activities which are specifically prohibited 

(a) Employees whose duties require the enforcement of laws or regula- 
tions, or those who are in a position to award or influence the award of 
business or to take or influence the taking of any other official action that 
might affect favorably or unfavorably any person, firm, or corporation, 
shall not accept from any such person, firm, or corporation any favor, 
gift, loan, unusual discount, service, entertainment, or other thing of value. 

(b) Employees shall not give or use information acquired through their 
official positions to advance the interests of themselves, their families, 
associates, or friends over those of other persons. 

(c) Employees shall not engage in any personal business transaction or 
private arrangement for profit which accrues from or is based on their 
official positions or authorities, or on official information. 

(d@) Employees shall not discuss future employment outside the Gov- 
ernment with a person or organization with which official business is 
pending. 

(e) Employees shall not become unduly involved through frequent 
luncheons, dinners, entertainment, or other social engagements with per- 
sons outside the Government with whom they have official relationships. 
This is not intended to prevent the exchange of usual social courtesies 
which are wholly free of any embarrassing or improper implications. 

(f) Employees shall not act as agents or attorneys for prosecuting any 
claim against the Government, or aid or assist in the prosecution or support 
of such claim, except in the proper discharge of their official duties, or 
receive any gratuity, share, or interest in such claim in consideration of 
assistance in the prosecution of such claim (18 U.S.C. 283). 
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(g) Employees of the Department shall not voluntarily testify at the 
request of a private party in any court action to which the United States 
is a party in interest. 

2002. Gifts from subordinates 


No employee in the Department shall at any time solicit contributions from 
other employees in the Department for a gift or present to anyone in a superior 
position; nor shall any such official or clerical superior receive any gift or 
present offered or presented to him as a contribution from persons in the employ 
of the Department receiving a less salary than himself; nor shall any officer 


or clerk make any donation as a gift or present to any official superior (5 U.S.C. 
113). 


2003. Other factors from subordinates 


No employee of the Department shall place himself under obligation to a 
subordinate employee by borrowing money, directly or indirectly, from such sub- 
ordinate employee, or by obtaining the signature of a subordinate employee as 
endorser or comaker of a note issued as security for a loan. 


2004. Indebtedness 


(a) Action on complaints.—The Department is not authorized, except as to 
Federal income tax, to effect collection of debts owed by its employees, but it 
will not consider as a fit employee anyone who without adequate reason fails 
to pay just debts contracted by him. When a debt complaint is received by 
the Department, it will be referred for acknowledgment to the agency in which 
the employee concerned is located. The head of the agency or his designee shall 
obtain a written report from the employee against whom the complaint has 
been made, which, together with the letter of complaint, shall be made a part of 
the employee's official record in the agency. Every effort shall be made in the 
agency to arrive at a mutually satisfactory solution of the matter. In those 
eases where the head of the agency or his designee finds that the debt is a 
just one and that the employee is financially able to liquidate it, either by a 
lump-sum payment or by installment payments, he shall notify the employee 
to that effect and instruct him to make a satisfactory settlement. If the em- 
ployee fails to comply with the instructions, recommendation shall be submitted 
to the Director of Personnel for such disciplinary action as may be deemed 
appropriate. If the validity of the debt is questionable or the employee proves 
to the satisfaction of the head of the agency or his designee that he is financially 
unable to liquidate the indebtedness or to make any payments thereon, the head 
of the agency or his designee shall notify the creditor accordingly. 

(b) Judgments.—In cases where the debt has been reduced to a judgment, 
the employee concerned will be required to satisfy the judgment unless he can 
arrange to have it modified or set aside, or unless he can convince the head of 
the agency or his designee that the circumstances are such that he should not 
be required to do so. 

(c) Collections by creditors.—Creditors or collectors will be denied access 
to employees for the purpose of presenting or collecting claims while the em- 
ployees are on official duty. 

(ad) Payment of tax obligations—Employees of the Department are expected 
to pay their Federal, State, and local taxes when due in accordance with the 
laws of the jurisdiction in which they reside or work. When unable to do so, 
employees should make satisfactory arrangements for payment with the proper 
taxing authority. 

(1) Indebtedness for Federal income tares.—The Internal Revenue Code 
of 1954 permits the Internal Revenue Service to collect delinquent taxes from 
Federal employees by levy upon their accrued salaries or wages. Collec- 
tion by this method generally will not be resorted to until every possible 
effort to secure voluntary settlement of the indebtedness has failed. When 
complaints concerning employees in arrears on their Federal income tax- 
payments are received from the Internal Revenue Service, they will be 
referred to the agencies in which the employees are located. The appro- 
priate agency official shall arrange a meeting consisting of himself, the em- 
ployee concerned and, whenever practicable, a representative of the Internal 
Revenue Service. At this meeting, if the Internal Revenue representative 
is present, and if the employee admits the debt, an agreement between the 
employee and the Internal Revenue Service must be made for the payment 
of the taxes. If, however, an Internal Revenue representative is not present, 
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an understanding should be arrived at with the employee and contact made 
with the appropriate Internal Revenue field office, and an agreement ar- 
rived at between the employee and the Internal Revenue Service. Payroll 
deductions for orderly payment of the taxes may be arranged as part of the 
agreement in accordance with the fiscal regulations of the Department (see 7 
AR 404.55—403.60). If the employee refuses to acknowledge the de 
ficiency, the appropriate agency official should determine whether the 
employee’s refusal to acknowledge is without susbtance or is frivolous, and 
if he so determines he shall recommend appropriate disciplinary action. 
In determining whether the refusal is insubstantial or frivolous, the official 
should consider whether the employee has failed or refused to avail himself 
of negotiations or appeals procedures provided by law looking toward the 
reduction, elimination, or payment of the deficiency assessment... If the 
official is satisfied with the employee’s position under the terms of this para- 
graph, he should notify the Internal Revenue representative accordingly. 

If the Internal Revenue Service reports that an employee has not paid 
the delinquent taxes in accordance with his agreement, the agency shall 
obtain a statement from the employee as to the reason therefor. In the 
absence of sound justification, such as severe or prolonged illness, the agency 
shall submit the case to the Director of Personnel with a recommendation 
for disciplinary action. Further, the Internal Revenue Service may file 
a notice of levy on the employee’s entire take home pay with the agency’s 
payroll office in order to enforce collection of the tax indebtedness. 

(2) Indebtedness for State and/or local tares.—The Department will 
cooperate with the various State tax authorities to the fullest extent prac- 
ticable in effecting any proper collection or adjustment of tax bills owed them 
by employees. Action on complaints of delinquent State and/or local tax- 
payments shall be the same as prescribed in paragraph 2004(a) above. 


2005. Use of appropriated funds to influence legislation 

Section 6 of the act of July 11, 1919 (18 U.S.C. 1913), prohibits the use of 
appropriated funds for the purpose of influencing legislation. Certain activities 
not considered as “influencing legislation” in the sense contemplated by the 
law are not prohibited. (See 6 AR 415.) 


SEcTION 2. OUTSIDE INTERESTS 
2010. Outside work. 


No employee of the Department shall perform or be engaged in any work on 
his own behalf or for private individuals, firms, companies, organizations, or 
institutions : 

(a) If the outside work will prevent the employee from rendering full- 
time service to the Department. 

(b) If the efficiency of the employee may be impaired by the performance 
of the outside duties; that is, where the outside duties are of such an 
onerous or fatiguing nature as to injure his health or to prevent him from 
doing his best work during official hours. 

(c) If the work to be done in a private capacity may be construed by 
the public to be the official acts of the Department, except that employees 
of the Department may permit the use of their names and titles as bylines 
on articles which they prepare for publication by farm magazines and other 
periodicals, provided that the articles have been prepared and approved in 
accordance with the provisions of other Department regulations. (See 3 
AR 234, 235.) 

(d@) If the business connections to be established or property interests to 
be acquired may result in a conflict between the private interest of the 
employee and his official duty or tend to bias his judgment. 

(e) If the doing of such work may involve the use of information se- 
cured as the result of employment in the Department to the detriment of 
the public service. 

(f) If such employment may tend to bring criticism on the Department 
or cause embarrassment. 

(g) If the work relates to a written discussion of policies or official work 
of the Department except as authorized by these regulations. (See 3 AR 
235.) 

(h) If the work involves teaching, except as permitted by the provisions 
of section 5, this chapter. 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 15 


(i) If the work involves participating in the establishment of any general 
farm organization; acting as organizer for any such general farm organiza- 
tion, or holding any other office therein ; acting as financial or business agent 
for any general farm organization; or participating in any way in any 
membership campaign or other activity designed to recruit members for 
any such organization. (This provision shall be construed in accordance 
with sec. 4, this chapter.) 

(j) If the work involves the acceptance by the employee of office in, or 
the granting of permission to use his name in the advertising matter of, 
organizations commercializing the results of research work conducted by 
the Department, irrespective of any merits which such enterprises may 
appear to possess. (See also 3 AR 281-287.) 


2011. Interested persons not to transact Government business 


No employee or agent of the United States shall transact business of the Gov- 
ernment with any corporation, joint-stock company, association, firm or partner- 
ship or other business entity if he is an officer, agent, or member of, or is directly 
or indirectly interested in the pecuniary profits or contracts of such corporation, 
joint-stock company, association, firm, partnership or other business entity. This 
is a statutory provision, violation of which is punishable by a fine of not more 
than $2,000, or imprisonment for not more than 2 years, or both. (18 U.S.C. 
434.) (See also5 AR 114.) 


2012. Interested persons not to be assigned to regulatory or investigational work 


No employee of the Department shall be assigned to investigate or to conduct 
any regulatory work directly affecting any corporation, company, firm, associa- 
tion, or organization in which he has a financial or other interest. Any employee 
having a financial or other interest in any corporation, company, firm, or associa- 
tion directly affected by his work shall give written notice of such interest 
through his immediate superior to the head of his agency. 


2013. Employment with foreign agencies or individuals in competition with 
American industry 

Executive Order No. 5221 of November 11, 1929, is as follows: “It is hereby 
ordered that no officer or employee in the executive branch of the U.S. Govern- 
ment, regardless of whether he is on annual leave or leave without pay, shall 
be employed with or without remuneration by any foreign government, corpo- 
ration, partnership, or individual that is in competition with American industry.” 

In view of the necessity of individual interpretation of this order with respect 
to cases within its scope arising in the Department, it is directed that no em- 
ployee of the Department, whether in a duty status, on annual leave, or on 
leave without pay, shall accept employment with or without remuneration from 
any foreign government, corporation, partnership, or individual without the 
prior authorization of the Secretary. 


2014. Compensation to employees in matters affecting the Government 


No employee of the Department shall, directly or indirectly, receive or agree to 
receive, any compensation for any services rendered or to be rendered, either by 
himself or another, in relation to any proceeding, contract, claim, controversy, 
charge, accusation, arrest, or other matter in which the United States is a party, 
or directly or indirectly interested, before any department, agency, or officer of 
the Government. This is a statutory provision, violation of which is punishable 
by a fine of not more than $10,000, or imprisonment for not more than 2 years, 
or both. The statute further provides that whoever may violate it shall be incap- 
able of holding any office of honor, trust, or profit, under the United States 
(18 U.S.C.281). 

SECTION 3. SPECULATION 
2018. General restriction 

No employee of the Department shall participate directly or indirectly in any 
transaction concerning the purchase or sale of corporate stocks or bonds, com- 
modities, or other property for speculative purposes if such action might tend 
to interfere with the proper and impartial performance of his duties or bring 
discredit upon the Department. Employees are not prohibited by this para- 
graph from making bona fide investments. When an employee is uncertain as 


to whether a contemplated transaction is prohibited by this paragraph, he should 
consult his immediate superior. 








16 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


2019. Speculation in agricultural commodities 


Because of the possible effect of certain Department programs on market 
prices and futures trading, speculation, either direct or indirect, in any agri- 
cultural commodity is wholly prohibited in the case of employees of the Depart- 
ment concerned in any way with the administration of acts regulating trading 
in commodities for future delivery, programs for the purchase or sale of com- 
modities, price support programs, commodity loan programs, or other programs 
which directly affect market prices of agricultural commodities. (See also 
1 AR 325 et seq.) 


2020. Statutory provisions 


(a) Sugar Act.—‘No person shall, while acting in any official capacity in the 
administration of this act (the Sugar Act of 1937, as amended), invest or specu- 
late in sugar or liquid sugar, contracts relating thereto, or the stock or member- 
ship interests of any association or corporation engaged in the production or 
manufacturing of sugar or liquid sugar. Any person violating this section shall 
upon conviction thereof be fined not more than $10,000 or imprisoned not more 
than 2 years, or both” (7 U.S.C. 1178). 

(b) Marketing Agreement Act.—lIt is unlawful for any person while acting in 
any official capacity in the administration of the Agricultural Marketing Agree- 
ment Act to speculate, directly or indirectly, in any agricultural commodity or 
product thereof to which these acts apply, or in contracts relating thereto, or in 
the stock or membership interests of any association or corporation engaged in 
handling, processing, or disposing of any such commodity or product. Violation 
of this provision is punishable by a fine of not more than $10,000 or imprisonment 
for not more than 2 years, or both (7 U.S.C. 610, 1514(b) ). 


2021. Speculation on information required to be withheld until a fired time 


See 1 AR 330c which applies to all employees of the Department and which 
prohibits speculation on information required to be withheld from publication 
until a fixed time. 


SecTion 4. ACTIVITIES OF DEPARTMENT EMPLOYEES WITH RELATION TO GENERAL 
FARM ORGANIZATIONS 
2025. Policy 

It has long been the established policy of this Department that its employees 
shall refrain from participating actively in meetings and in other activities con- 
cerned with the establishment of general farm organizations, or with recruiting 
members for existing farm organizations. This is a necessary corollary of the 
equally long-established policy of the Department that it shall deal fairly with 
all farm organizations and deal with each upon the same basis. As a continu- 
ation of this policy, it should be understood by employees of the Department 
that it is not permissible for any of them to: 

(a) Participate in establishing any general farm organization. 

(b) Act as organizer for any such general farm organization, or hold any 
other office therein. 

(c) Act as financial or business agent for any general farm organization. 

(d) Participate in any way in any membership campaign or other activity 
designed to recruit members for any such organization. 

This statement should not be construed as implying an unfriendly attitude to- 
ward farm organization. Farmers, like other great economic groups in our so- 
ciety, require nongovernmental organizations through which they may develop 
and express their hopes, aspirations, and desires; through which they may make 
our democratic processes vital; through which, collectively, they may reach the 
right people at the right time. But the Department must distinguish clearly be- 
tween what it is proper for a nongovernmental farm organization to do, and what 
it is proper for a governmental employee to do. The same reasoning that led 
to the congressional enactment that governmental employees should not directly 
or indirectly take any action to influence the legislative process (except through 
the established procedures of Government), also leads to the conclusion that 
official personnel must not aid in the formation or development of farm organi- 
zations, no matter how desirable they may be. 


2026. Definition 


The phrase “General farm organization” used in this section is intended to 
refer to such national, regional, or State farm organizations as, among others, 
the National Grange, the American Farm Bureau Federation, the Farmers’ Union, 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 17 


the Farmers’ Equity League, the Missouri Farmers’ Association, the Farmers’ 
Holiday Association, and their regional, State, and local constituent groups. 


2027. Permissible organization activity 


Employees may, of course, participate in the organization of groups that are 
needed in carrying out federally authorized programs, for example, an REA co- 
operative, and similar groups determined by the appropriate agency head to be 
essential in effectuating federally authorized programs. Even here, however, 
care must be exercised because the Department does not wish to see this type 
of specialized organization develop into a general farm organization. Certainly 
it is contrary to policy for local groups that participate in Federal-program effec- 
tuation to federate into State, regional, or national organizations. 


2028. Reports of violation 

The head of every agency of the Department is requested to bring this section 
to the attention of all its employees, both in Washington and in the field. If any 
violations of any of the provisions of this section should occur, full information 
with reference thereto should at once be submitted to the Director of Personnel 
by the head of the agency in which the person violating any of these provisions 
is employed. 


Section 5. TEACHING OR LECTURING BY EMPLOYEES OF THE DEPARTMENT 


2034. Purpose 


It is the purpose of this section to prescribe the conditions under which per- 
mission may be granted to employees to accept employment outside the Depart- 
ment as teachers, instructors, or lecturers in any school, college, or university, 
whether public or private, while they are still employed by the Department. 

2085. Policy 

It is the policy of the Department to grant permission to employees to teach 
when such teaching duties will not interfere with the effective discharge of the 
employees’ official duties. No employee of the Department shall, however, be- 
come a member of the faculty of any educational institution or deliver a regular 
course of lectures without permission. The policies and conditions contained 
herein do not prevent the participation of employees as instructors in in-service 
training programs in connection with their official duties. However, such in- 
service training programs are subject to the restrictions on the instruction of 
applicants for civil service examinations that are specified in paragraph 2088. 
2036. Authority 


Executive Order 8390, dated April 11, 1940, and Executive Order 9367, dated 
August 4, 1943, constitute the authority for, and specify certain prohibitions 
from, granting permission to employees to teach. 


2037. Delegation of authority 


(a) Delegation to the Director of Personnel.—Authority is hereby delegated 
to the Director of Personnel to grant permission to employees to teach or lecture. 
This authority may be redelegated. 

(b) Delegation to agency heads.—The Director of Personnel hereby delegates 
to heads of agencies the authority to grant permission to teach or lecture. 
Heads of agencies may further delegate the authority. The authority is subject 
to the conditions contained in this section. 


SUBSECTION 1. TEACHING AND INSTRUCTION 


2038. Conditions that must be met before permission may be granted 
Approval may be given to requests from employees for permission to teach or 
instruct only when the following conditions are met: 

(a) The requirements relative to employees engaging in outside work 
must be observed. (See par. 2010, this chapter.) In addition to these re- 
quirements, no special tour of duty outside of official hours may be arranged 
as an accommodation to an employee, in those cases where the proposed in- 
struction duties will occur at time that fall within the official hours of the 
administrative workweek. 

(0) No officer or employee shall directly or indirectly instruct, or be con- 
cerned in any manner in the instruction of, any persons or classes of persons 
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with a view to their special preparation for the examinations of the U.S. 
Civil Service Commission or a board of examiners. In cases relating to the 
instruction of applicants for the Commission’s examinations, it has been 
held that teaching by Federal officers or employees is prohibited if: 

(1) The particular school or university holds itself out as offering 
courses specially designed to prepare students for civil service exami- 
nations; or 

(2) The course itself is specially designed to train applicants for 
civil service examinations, or is so closely related with the subject 
matter of a civil service examination that it has the effect of specially 
preparing persons for such examination ; or 

(3) The official duties of the employee concerned give him access to 
civil service examination material or require him to assist in the prep- 
aration of examination questions. 

(c) If the granting of permission to teach involves a period of extended 
leave without pay the requirements and standards contained in chapter 
30 must be observed before the request may be approved. 


2039. Exceptions requiring prior approval of the Director of Personnel 


Cases that are not in conformance with the policy and conditions outlined 
above must be presented to the Director of Personnel for prior approval before 
permission may be granted. In each such case the reasons for submission of 
the request, and justification therefor, must be clearly indicated on the request 
for approval. 


2040. Records 


Whenever an employee is granted permission to teach or lecture, it must be 
recorded in his official personnel folder. Indicate that the teaching or lecturing 
is in accordance with Department regulations. 


SUBSECTION 2, LECTURES AND ADDRESSES 
2041. Provisions 

Employees invited to deliver lectures or address meetings for which service 
they will receive compensation in the form of honoraria or traveling expenses 
or both must do so as private persons, although entitled to use their official 
titles. It is the policy of the Department to have such work done on an official 
or private basis but not both. If the lecture or address is made in an official 
capacity, the Department will pay the traveling expenses, but if the lecture or 
address is made in a private capacity the Department will not pay any addi- 
tional expenses in connection with it. (See 1 AR 402 and 407 and 3 AR 275.) 


Section 6. STRIKES OR OVERTHROW OF GOVERNMENT—PFFECT ON EMPLOYMENT 


2047. Employment of persons prohibited who advocate subversive activity or 
striking against the Government 

Public Law 330, 84th Congress, carries the following provisions regarding 
employment of persons who advocate subversive activity or striking against the 
Government: “No person shall accept or hold office or employment in the Gov- 
ernment of the United States or any agency thereof, including wholly owned 
Government corporations, who (1) advocates the overthrow of our constitutional 
form of Government in the United States; (2) is a member of an organization 
that advocates the overthrow of our constitional form of government in the 
United States, knowing that such organization so advocates; (3) participates 
in any strike or asserts the right to strike against the Government of the United 
States or such agency; or (4) is a member of an organization of Government 
employees that asserts the right to strike against the Government of the United 
States or such agencies, knowing that such organization asserts such right. 

“Any person who violates (these provisions) shall be guilty of a felony, and 
shall be fined not more than $1,000 or imprisoned not more than 1 year and 
a day, or both.” 


2048. Affidavit required 

Except for persons employed for less than 60 days for sudden emergency 
work involving the loss of human life or the destruction of property, Public Law 
330 provides that everyone entering Federal employment must execute an affi- 
davit to the effect that his employment does not and will not constitute a viola- 
tion of the law. Affidavits B and C of standard forms 61 and 61a shall be 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 19 


used for this purpose. New employees will be required to execute the affidavit 
at the time of entry on duty. The affidavit will be filed in the employee's of- 
ficial personnel folder, and the agency will make appropriate record thereof. 
Regardless of whether he has executed such an affidavit, any officer or em- 
ployee of the U.S. Government or any agency thereof who violates the pro- 
visions of the law is guilty of felony and subject to a fine and/or imprisonment. 
(See also 8 AR 355-356.) 


2049. Authorization to administer oaths 


Chapter 12 states the procedure to be followed in designating administrative 
and supervisory employees who are authorized to administer the oaths to per- 
sons making the affidavits required by the current appropriation acts. 


CHAPTER 56. INVESTIGATIONS 


SEecTION 1. Score 
2075. Authority 


The Investigations Division, Office of Personnel, is authorized to make periodi- 
cal investigations of offices and stations of the Department and to make investi- 
gations relating to the Department’s business and its employees. It has the 
function of conducting personnel investigations for all agencies of the Department. 
This includes investigation of misconduct, falsification of official records, includ- 
ing time and attendance reports and purchase and travel vouchers, acts of 
impropriety, and other alleged wrongdoings on the part of employees. All em- 
ployees will cooperate fully with the investigators by giving complete and accurate 
information, making available pertinent books, records, and other documents, 


and refraining from any attempt to conceal information or interfere with investi- 
gations in any way. 


SECTION 2. JURISDICTION AND RESPOSIBILITIES OF AGENCIES 


2080. Investigation of delinquency, misconduct, or irregularities 


(a) General.—Agencies of the Department have the primary responsibility for 
the enforcement of Department regulations and agency instructions essential to 
their efficient and proper functioning. Each agency head shall issue such in- 
structions as will insure that cases of alleged delinquency, misconduct, or falsi- 
fication of official records, including time and attendance reports and purchase 
and travel vouchers, on the part of employees will be reported to him. He shall 
then report such cases to the Director of Personnel for investigation by the Inves- 
tigations Division. Those agencies which have independent program investiga- 
tion or internal audit staffs shall investigate the personnel aspects of any cases 
where the primary emphasis and purpose of the investigation is immediately 
related to program operations and the program and personnel aspects are so 
interrelated as to make separate investigation of each impractical. However, 
if program investigation is initiated by the agency, and it is known or discovered 
that the case also involves employee misconduct or wrongdoing, the agency shall 
report the case immediately to the Director of Personnel together with as full a 
statement as possible of the facts and circumstances. Each submission shall 
state whether the employee has veteran preference. If the agency is in doubt as 
to whether the agency should continue an investigation of such a case, it shall 
refer the case to the Director of Personnel for determination as to which agency 
shall conduct the investigation. 

(b) Investigation of delinquency or misconduct independent of program ac- 
tivities —Operating officials shall continue to report to the agency personnel 
officer cases of delinquency or misconduct other than those which cin be satis- 
tactorily adjusted by a verbal warning or reprimand. Each agency personael 
officer shall review complaints criginating within his agency to determine initially 
their relative seriousness. Cases which involve only minor infractions of regu- 
lations and can be disposed of without formal investigation shall be handled by 
the agency under delegated authority. Examples of cases of this type are tar- 
diness, unauthorized and unexcused absences from duty, intentional failure to 
follow instructions, and other minor infractions of the regulations. Aggravated 
cases of the above and similar types, and all other cases which require formal 
investigation, shall be referred to the Director of Personnel for investigation. 
Complaints regarding conduct of employees received from sources outside the 
agency shall likewise be referred. Agencies will be advised as to whether inves- 
tigation by the Office of Personnel is deemed .warranted. 
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(c) Arrest records and dismissals for cause from prior employment.—Infor- 
mation pertaining to arrests and dismissals for cause from prior employment 
is a factor for consideration under the Department’s standards of suitability for 
employment. This applies regardless of whether the arrest or discharge is 
admitted by the applicant prior to employment or whether it is discovered sub- 
sequently. Agencies shall obtain from the employee a statement of the facts 
and circumstances leading to the arrest or discharge, including an explanation 
of the falsification, if any. In more serious cases, if the agency has a representa- 
tive at or near the place of arrest, effort shall be made to corroborate the em- 
ployee’s statement. 

(@) Prohibited political activities All cases of alleged or suspected improper 
political activities in possible violation of Civil Service Rule IV or the Hatch 
Political Activities Act shall be referred to the Director of Personnel for investi- 
gation. 

(e) Bribery.—No investigation shall be made of cases of alleged or suspected 
bribery of employees whether disclosed during program audits or otherwise. 
Such cases shall be submitted to the Director of Personnel for referral to the 
Federal Bureau of Investigation. Agency field officials may report the facts to 
the nearest FBI office or agent with the request for an investigation. Agencies 
shall then report the case to the Director of Personnel with advice as to action 
taken. 

(f) Forgery of U.S. Treasury checks.—No investigation shall be made by 
any agency of the Department of \cases of alleged or suspected forgery of U.S. 
Treasury checks whether disclosed during program audits or otherwise. If, in 
the course of any investigation, forgery of such checks is discovered or suspected, 
the facts shall be reported immediately to the nearest office or agent of the 
Secret Service Division, Department of the Treasury. Agencies shall then report 
the case to the Director of Personnel with advice as to action taken. 

(g) Forwarding of files and records.—Requests for investigation by the Di- 
vision of Investigations, Office of Personnel, shall be accompanied by all cor- 
respondence and documents pertaining thereto. 


2081. Assignment of investigators 


Employees assigned to make investigations shall be sufficiently removed from 
the specific program, activity, organization, or individual under investigation 
to assure independence and objectivity in obtaining the facts upon which ad- 
ministrative conclusions will be based. 


2082. Corrective measures 


Heads of agencies are responsible, in the event that instances of delinquency, 
misconduct, or fiscal irregularities on the part of employees occur, for seeing 
that corrective measures are taken promptly with respect to any supervisory, 
organizational, auditing, accounting, or other administrative factors that may 
have contributed to the occurrence. 


SECTION 3. PROCEDURE UPON COMPLETION OF INVESTIGATION 


2088. Investigations conducted by agencies. 


(a) General.—In every case in which misconduct or an irregularity is dis- 
closed, whether the person is under Federal appointment or employed by an 
organization under the jurisdiction of an agency of the Department, a full report 
shall be forwarded promptly to the Director of Personnel. This procedure 
shall be observed regardless of the manner in which the misconduct is disclosed, 
i.e., whether through investigation, examination, audit or inspection reports, or 
through other means of communication. The misconduct or irregularity re- 
ferred to herein shall be deemed to include only cases of willful misconduct or 
wrongful intent, and not those comprising failure to follow prescribed procedures, 
instructions, ete., unless for personal gain. 

(b) Disciplinary actions.—In every case in which it is established that de- 
linquency, misconduct, or fiscal irregularity on the part of an employee has 
occurred, appropriate disciplinary action shall be taken immediately by the 
agency if the case is one that can properly be disposed of under delegated au- 
thority: if not, a copy of the investigative report shall be forwarded promptly 
to the Director of Personnel with a recommendation for whatever disciplinary 
action is believed to be warranted by the facts. 

(c) Fiscal irregularities.—In all cases involving fiscal irregularities relating 
to program operations, a copy of the investigative report shall be submitted 
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promptly to the Director of Personnel with a recommendation as to disciplinary 
action. In such cases, the agency, within 30 days following completion of the 
investigation, shall also (1) submit to the General Counsel four copies of the 
report, with a recommendation as to whether criminal action should be taken, 
and (2) submit to the Director of Finance one copy of the report, accompanied 
by a statement in triplicate addressed to the General Counsel, containing specific 
information as to the fiscal liability to the United States of each individual or 
‘concern involved in the report. The statement shall show what action the 
agency has taken or intends to take to effect recoveries and prevent the oc- 
currence of irregularities in the future. Space shall be left on the last page 
of the statement for the approval of the Director of Finance. 

(d) Violations of Federal statutes other than those pertaining to fiscal 
irregularities —If the report indicates that a Federal statute may have been 
violated but fiscal irregularities are not involved, three copies of the report (in 
addition to the copy sent to the Director of Personnel) shall be forwarded 
directly to the General Counsel, together with the recommendation of the Agency 


as to criminal prosecution. Copies of such reports need not be sent to the 
Director of Finance. 


2089. Investigations conducted by Division of Investigations, Office of Personnel 


(a) Disciplinary action—The Division of Investigations of the Office of 
Personnel shall forward a copy of the investigative report to the head of the 
agency concerned for consideration. Appropriate disciplinary action shall be 
taken promptly by the agency if the case is one that can be disposed of under 
delegated authority; if not, the agency shall within 30 days of its receipt of 
the report, submit to the Director of Personnel a recommendation for whatever 
disciplinary action is believed to be warranted by the facts. 

(b) Fiscal irregularities —If fiscal irregularities are involved, the Division 
of Investigations shall in addition forward one copy of the report to the Director 
of Finance and four copies to the General Counsel. The agency shall, within 
30 days, (1) submit to the General Counsel a recommendation as to whether 
criminal action should be taken and (2) submit to the Director of Finance 
a statement in triplicate addressed to the General Counsel, containing specific 
information as to the fiscal liability to the United States of each individual 
or concern involved in the report and the action that the agency has taken or 
intends to take to effect recoveries and prevent the occurrence of irregularities 
in the future. Space shall be left on the last page of the statement for the 
approval of the Director of Finance. 

(c) Violations of Federal statutes other than those pertaining to fiscal irrequ- 
larities.—If the report indicates that a Federal statute may have been violated 
but fiscal irregularities are not involved, the Investigations Division shall, in 
addition to the copy sent to the head of the agency, forward three copies of the 
report to the General Counsel. Copies of such reports need not be sent to the 
Director of Finance. The agency shall submit to the General Counsel within 
40 days any recommendation that it may wish to make as to criminal prosecution. 
2090. Responsibilities of Director of Finance and General Counsel 

(a) Director of Finance.—In cases involving fiscal irregularities, the Director 
of Finance, on the basis of the report and the statement of the agency referred 
to in 8 AR 2089 b, and after consultation with the agency where necessary, 
shall (1) review the measures adopted to prevent similar irregularities in 
the future, (2) make a determination as to the fiscal liability of each individ- 
ual or concern involved, such determination, if found by the General Counsel to 
be legally sufficient, to be considered as the conclusion of the Department, 
and (3) determine the propriety of reporting the case to the General Accounting 
Office under the provisions of section 236 of the Revised Statutes, as amended, 
and in accordance with General Accounting Office General Regulations No. 50, 
as supplemented. 

(b) General Counsel—The determination of the Director of Finance and 
the original and one copy of the statement of the agency referred to in 8 AR 
2089 b shall be transmitted to the General Counsel, whose duty it shall be to: 
(1) undertake, subject to section 236, Revised Statutes, as amended by section 
305 of the act of June 10, 1921 (42 Stat. 24), collection of any sums due the 
Government; (2) refer to the Attorney General, or otherwise dispose of under 
applicable instructions of the Attorney General, any apparent violation of a 
criminal statute; and (3) after legal review and when determined by the Di- 
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rector of Finance that such action is appropriate, initiate a letter reporting the 
case to the General Accounting Office. Such letters to the General Accounting 
Office shall be prepared for the signature of the Director of Finance and shall be 
initialed in the agency and the Office of Personnel. 


2091. National agency checks and written inquiries 


Agencies shall follow the procedures in 8 AR 2351 when derogatory informa- 
tion (other than loyalty or security) is developed through national agency 
checks and written inquiries, or when information of this nature is received di- 
rect from the Civil Service Commission or any of its regional offices. 


Section 4. INVESTIGATIVE REPORTS 

2095. Policy 

It is the policy of the Department that all investigative reports shall be con- 
sidered as confidential and privileged documents intended for internal use only 
and that the identity of informants mentioned therein must be protected. 
2096. Restrictions on distribution and use 

The following restrictions on the distribution and use of investigative reports 
are prescribed: 

(a) Except as provided in 8 AR 2090, investigative reports or investiga- 
tive data of any type, shall not be furnished to any person, committee, or 
agency outside the Department, but the contents of such reports may be 
discussed with, or examined by, those persons in the executive branch who 
are entitled thereto by reason of their official duties. 

(b) Reports of investigations conducted by the Investigations Division, 
Office of Personnel, that are furnished to heads of agencies for consideration 
and recommendations as provided by 8 AR 2089, shall not be circulated 
within the agency except to such administrative officials as are required 
to initiate action based on information, in the reports, and copies of such 
reports shall not be made. 


(c) The identity of informants mentioned in any investigative report 
shall not be disclosed by administrative officials to whom the reports are 
sent for review and consideration, and such officials shall exercise every pre- 
caution to prevent embarrassment to any person by reason of his having 
furnished information in connection with an investigation. 

(d@) Under no circumstances shall an investigative report be made avail- 
able to the subject of the investigation. (See also 1 AR 503, 535a(8).) 

2097. Report to Civil Service Commission of agency investigations 

Agencies shall follow the reporting procedures in 8 AR 382 and 2340 when ini- 
tiating suitability investigations of applicants or appointees by personal contacts. 

Mr. Founrarn. Has the Department established in these regulations 
or others, standards of conduct for employees with regard to pos- 
sible conflict of interest situations ? 

Mr. Forster. Yes. 

Mr. Founrarn. I wonder if you would briefly describe the regu- 
lations covering these situations ? 

Mr. Forster. For instance, an inspector assigned to the Meat In- 
spection Service in an establishment cannot have a financial interest 
in that company. If he has, he cannot be assigned there. 

Mr. Fountarn. Can he still work in the Department ? 

Mr. Forster. He can work in the Department, but not be assigned 
to the plant owned by the company in which he has an interest. 

An employee in the Soil Conservation Service rendering technica] 
assistance in the program, for instance, could not engage in the seed 
business. Likewise, a meat graded could not be employed in an estab- 
lishment where he had formerly been employed or in which he had 
a financial interest. 

An employee having official business with private concerns in any 
of the programs in the department could not transact business with 
the concern in which he had a financial interest. 
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Mr. Grant, Mr. Chairman, sections 2011. and 2012 of title VIII 
of the departmental regulations go specifically to the point that you 
have mentioned. 

Mr. Founrarn. Thank you very much, 

What precautions, if any, are taken to prevent the use of informa- 
tion obtained through official duties for the purpose of furthering a 
private nonpublic or nongovernmental interest ¢ 

Mr. Forster. I do not believe I quite understand the question, Mr. 
Chairman. 

Mr. Founrarn. Other than these regulations, what. precautions do 
you take to prevent the use of information obtained through official 
duties for the purpose of furthering any private or nongovernmental 
interest ¢ 

Mr. Forsrer. That responsibility would be in each agency. The 
head of that agency and his investigative staff, or internal audit staff. 

Mr. Founvarn. Are there regulations on that subject, too? 

Mr. Forster. Yes. 

Mr. Fountatn. I wonder if you would supply those? 

Mr. Forster. They are in the regulations previously supplied, and 
the point raised is covered in subparagraphs b and c of paragraph 
2001. Also in paragraphs 448 and 503 of title I, which will be sub- 
mitted for inclusion in the record at this point if the committee so 
desires. 

(The regulations referred to follow :) 

448. Following the close of a public hearing with respect to the proposed 
issuance of an order, regulation, or other administrative determination, and 
prior to the issuance by the Secretary of such order, regulation, or other 
administrative determination, no employee of the Department shall, without 
the written permission of the Secretary, discuss the subject matter of the 
hearing, or any matter relating thereto, with any interested person or with 
any representative of an interested person: Provided, however, That this regu- 
lation shall not preclude an employee who has been duly assigned to, or who 
has supervision over, a proceeding from discussing with interested persons 


or their representatives matters of procedure in connection with such pro- 
ceeding. 


503. All verbal or written information of a confidential nature that may 
come to the knowledge of an employee must be neither disclosed nor discussed 
with any person or persons except. when their respective official duties make 
such information a proper subject for discussion. (See also 1 AR 448, 1 AR 
534-535, and title 6, with respect to confidential nature of testimony before 


congressional committee. ) 

Mr. Founrarn. Thank you very much. 

Is there any policy requiring agricultural employees to conduct 
Government business, discussions, or negotiations on Government 
premises, except under special circumstances justifying exceptions to 
the policy ? 

Mr. Grant. I do not recall anything specific on that, Mr. Chairman. 

Do you recall anything, Mr. Pickard, on that particular point? 

Mr. Picxarp. Not as far as the Department as a whole is concerned, 
as I understand the chairman’s question. 

Mr. Fountarn. You are not familiar with any general policy on 
the subject ? 

I have in mind conducting negotiations in a hotel room, as an exam- 
ple, and things of that kind. Of course, I realize there may be a 
number of exceptions where personnel could not be on Government 
property. 


~ 
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Mr. Forster. He is covered by the regulations regardless of where 
he is. 

Mr. Pickarp. I misunderstood the chairman’s question. I thought 
the chairman was asking was there any regulation prohibiting the 
conduct of private business on Government premises. 

Mr. Fountatn. No; Government business on private premises. 

Is there any regulation to require the Government to discuss its 
business where practicable only on Government premises ? 

Mr. Pickarp. No. I think that is a matter of judgment and discre- 
tion on the part of the official concerned. I think as a general rule, 
it is considered best wherever possible to conduct negotiations on Gov- 
ernment premises, but that is not always possible or feasible. 

After all, business is conducted with the citizens and people in 
private business through agencies such as the Commodity Credit 
Corporation and other agencies of the Department. 

Certainly, from the standpoint of audit and investigation, that 
necessarily has to be performed wherever the records are and wher- 
ever the private business is that is being audited or investigated. 

Mr. Fountarn. Would it be impractical to have such a general rule 
requiring this, with specified exceptions? 

Mr. Grant. I think that would require some study, Mr. Chairman. 

Mr. Founrarn. You certainly would have to have some flexibility. 

Mr. Grant. There would have to be a number of exceptions because 
the very nature of our work is such that you cannot always be on 
Government-owned property. 

For —— the soil conservation technicians must work out on 
the farmer’s land. He cannot always be on Government-owned 
premises and there are a number of activities like that which would 
create a number of problems. 

Mr. Fountain. I doubt that it would be practical to have a specific 
regulation unless it were in the form of a general policy encouraging 
the conducting of all Government business on Government premises, 
except under those circumstances where it cannot be done. 

Mr. Naughton tells me that he thinks the GSA did or does have 
such a policy. Of course, their operations are different. 

Mr. Grant. That is right. Here we are dealing with farmers and 
under agricultural programs such as the Farmers Home Administra- 
tion, the loan supervisor who makes and supervises the loan has to 
go out on the farm of the borrower. 

Mr. Founta1n. That is the only place where he can find out. 

Mr. Naveuron. Mr. Grant, I can realize there are a number of 
exceptions where the type of business being conducted makes it 
impractical or impossible to conduct it on Government premises. 

In a situation where it is clearly possible to conduct such business 
on Government premises, as, for example, the taking of bids for sales 
of large quantities of CCC commodities, do you think it is advisable 
policy that such negotiations be conducted on Government property / 

Mr. Grant. I think so, to the extent that it is practical and feasible. 

Mr. Founrary. What regulations, if any, does the Department 
have concerning outside employment or business activities on the part 
of its employees, or do the regulations furnished cover the subject ? 

Mr. Forster. It is included in the previously offered regulations. 

Mr. Fountarn. Are employees required to report such activities to 
their superiors and to obtain permission to engage in them ? 
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Mr. Forster. Not at the present time. The regulation sets out 
guidelines of the conditions under which they can accept outside 
employment. 

Mr. Fountarn. And they are supposed to govern themselves accord- 
ing to the regulations, but they are not required to make any report 
to their superiors s about outside activities? 

Mr. Forster. Many of them do, but they are not required to obtain 
approval prior to accepting the employment. 

Mr. Fountain. Do you think such a requirement would be feasible ? 

Mr. Forster. My own view, after having handled that work both 

rays, is that such a requirement is not necessary. In many years 
7 ist they did require prior approval and practic: ally all requests were 
approved. And since the regulation was changed and with these 
guidelines we have had no cases reported to the Department where 
there was any conflict and violations. Like teaching, preparing peo- 
ple to take civil service examinations or having an employee doing 
work closely related to his duties. 

Mr. Fountatn. When were the regulations changed ? 

Mr. Forster. In 1923 or 1924. 

Mr. Navenron. I can understand why it might not be practicable 
to require reporting of outside employment, particularly by employees 
in low-paid positions who are not in a position to influence the policy 
of the Department. However, if you do not have such a requirement 
for persons who are in positions where a conflict-of-interest situa- 
tion could arise, how are you going to find out about such conflicts 
of interest ? 

Mr. Forster. You probably would have to wait until somebody 
learned of it and submitted a complaint to the Department. 

Mr. Navucuron. Do you think that is the best procedure to make 
certain there is no violation of conflict of interest statutes ? 

Mr. Forster. On the present-day basis with the activities of citizens 
and others reporting improper conduct of public officials, I think it 
is og 

Mr. Naveuton. You think then that private citizens will carry out 
the responsibility for enforcing compliance with the conflict of inter- 
est. statutes and that you, as director of investigations, do not have 
to worry about it? 

Mr. Forster. Oh, no. Employees, supervisors, and other Govern- 
ment officials in the agency where the person is employed are watchful 
for such matters. 

Mr. Grant. I should say, too, Mr. Naughton, that the internal audit 
staffs of the various agencies, as they get into their w ork, as they run 
into something like this, they will certainly include it in their reports, 
and bring it to the attention of the Department. 

(NoreE.—The Department later advised that “the Compliance and Investiga- 
tions Division of CSS conducts background investigations of all employees who 
serve as contracting or claims officers in matters concerning the operations of 
the Commodity Credit Corporation. Such investigations would, no doubt, dis- 
close information, if any existed, indicating any conflict-of-interest situation.’ ) 

Mr. Navueuton. Don’t you think the Department should require 
individuals who are in high positions where they could get into a 
conflict of interest situation to report on any outside interests they 
have that might conflict ? 
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Mr. Grant. Many agencies of the Department do have such a re- 
quirement with respect to outside employment. I will have to look 
into this. Offhand, I am not fully informed on just exactly how many 
agencies do have such a requirement, but I think it might be a feasible 
thing to do. 

Mr. Naventon. I wonder if you would give us information on 
which agencies in the Department, if any, do require reporting. I 
think you have advised us there have been no instances that have been 
found of conflict of interest situations for several years. 

Mr. Grant. That is correct on the basis of my recollection. 

Mr. Naveuton. Would you make a check on that and advise us 
whether you have had any instances reported of potential conflicts of 
interest ? 

Mr. Grant. I will be glad to do that. 

(The information furnished is as follows :) 

The regulations of the Commodity Stabilization Service require prior approval 
for outside employment. Of the larger agencies of the Department, two other 
agencies require prior approval for outside employment. Five other of the 
larger agencies follow instructions contained in the Department regulations and 
require that, if there is any outside activity contemplated that might be ques- 
tioned, the employee should advise his supervisor. 

Five instances involving possible conflicts of interest have come to the atten- 
tion of the Department in the last several years. Two were investigated by the 
FBI and three by Department personnel. The investigations disclosed no sub- 
stantial evidence of conflicts of interest in any of these situations. 

Mr. Forster. As I recall, some agencies of the Department have 
their own regulations regarding their employees accepting outside 
employment. One agency, I know, requires prior approval for its 
employees accepting any outside employment. Another agency pro- 
hibits certain of its employees, such as veterinarians, from accepting 
outside employment, such as private practice. 

Mr. Navucuron. Does the Commodity Stabilization regulation re- 
quire prior approval of outside activities? 

Mr. Forster. So far as I recall, that agency does not, but I am un- 
certain about it. 

Mr. Founra1n. Other than the things you have mentioned, what 
steps are taken, if any, to determine whether or not employees in 
pocesttonny sensitive positions are engaged in outside employment or 

usiness activities which might result in a conflict of interest ? 

Mr. Grant. There are no specific steps. Of course, when a person 
is employed in those kinds of positions, the employment officials or the 
supervisor has the responsibility of bringing the Department’s regula- 
tions to the attention of such persons. 

Mr. Founrarn. To the knowledge of either of you, are any major 
officials of the Department of Agriculture engaged in outside employ- 
ment or business activities? 

Mr. Forster. None to my knowledge. 

Mr. Fountain. Mr. Grant? 

Mr. Grant. None that I know about, no, sir. 

Mr. Founrarn. Any other witnesses? 

Mr, Pickarp. I know of none, Mr. Chairman. 

Mr. Fountatrn. I wonder if you would check your records and give 
us the benefit of any information you find ? 

Mr. Grant. We will be glad to do that. 
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(The information requested is as follows :) 

In regard to the question of outside employment or business activities that 
wight result in a conflict of interest, we have made inquiry of the major officials 
of the Department of Agriculture who are presently in Washington and have 


reviewed the records of all other such officiuls who were out of the city. The 
results are as follows: 


We have found nothing that, under any reasonable interpretation of the stand- 
ards, could appear to constitute a violation of the conflict-of-interests statute. 
In this review we have excluded from consideration : 


(a) Teaching in local educational institutions after working hours. 
(b) Ownership or management of a farm. 


(c) Minor private investments in general stocks, or in business activities 
which do not have any relationship to the programs of the Department. 

Mr. Fountarn. Do the regulations which you have handed us 
this morning have anything to say concerning investments by em- 
ployees? If not, are there any such regulations ? 

Mr. Forster. The regulations relate to speculation and certain reg- 
ulations based on statutes, on cotton, sugar, and crop estimates, I am 
a little uncertain as to whether it is still in the regulations—at one 
time it was—that employees of the Department should not speculate 
in agricultural commodities. 

Mr. Grant. Section 2019, title VIII of the Administrative Regula- 
tions of the Department, provides that a Department employee shall 
not engage in specul: ition in agricultural commodities. 

Mr. ‘Nave HTON. I believe section 2018 covers the chairman’s ques- 
tion. 

Mr. Grant. Yes, it does. 

Mr. Naveuron. I might read it into the record at this time. 


GENERAL RESTRICTIONS 


No employee of the Department shall participate directly or indirectly in any 
transactions concerning the purchase or sale of corporate stocks or bonds, com- 
modities or other property irrespective of their purposes if such action might 
tend to interfere with the proper performance of his duties. Employees are 
not prohibited by this paragraph from making bona fide investments. When 
an employee is uncertain as to whether a contemplated transaction is prohibited 
by this paragraph, he should consult with his immediate superior. 

Mr. Founraty. For instance, I had in mind the question as to 
whether or not employees are required to report investments in firms 
which might directly or indirectly profit from activities of the De- 
partment ‘of Agriculture. 

Do you think it is covered by that regulation ? 

Mr. Grant. Yes, sir; that one and the other one as well, section 2019, 
which goes to speculation in agricultural commodities. 

Mr. Founrarn. Mr. Michel. 

Mr. Micnet. On that point, when was that regulation drawn? 

Mr. Grant. This amendment was issued on March 20, 1953. Now, 
that was an amendment. I do not recall when the original regulation 
was issued. 

Mr. Micnen. Was there a regulation of this kind in being a number 
of years ago when there were instances brought to light of speculation 
by ‘employe ees of the Department of Agriculture or others in positions 
of responsibility ? 

Mr. Forster. I think the regulation primarily was based on a letter 
the President sent to the Civil Service Commission, laying down what 
he considered to be a sound policy. 


37524—59 3 











28, INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Micne.. When was that? Which President ? 

Mr. Forster. Franklin D, Roosevelt in 1937. 

Mr. Fountain. Do you feel that the regulations to which you have 
referred are sufficiently broad to require employees to report invest- 
ments in firms'which might directly or indirectly profit from activities 
of the Department ? 

Mr. Forster. This is based on recollection and I would have to look 
it up, as I recall, there is a regulation that provides that, if in con- 
nection with his position, an employee finds that he may be in conflict 
because he has a financial interest In a company doing business with 
his agency, he is required to report this interest to the agency head or 
the personnel officer of the agency. 

Mr. Founvatn. If you find some other specific regulation on the 
subject, we will appreciate your supplying it to the committee. We 
will furnish you a copy of the transcript in the morning so you can 
refresh your recollection about our requests. 

(The Department of Agriculture later provided the following 
‘ahaconcialien :) 

The only regulation on this point is section 2018 of title VIII of the Depart- 
ment’s administrative regulations previously referred to. 

Mr. Fountarn. Other than these regulations, what steps, if any, 
does the Department take to determine whether employees in sensi- 
tive positions might have conflicting interests ? 

Mr. Forster. None, I would say, as far as our office is concerned. 
The internal audit staff of the agency may concern itself with those, 
but that is out of my field. 

Mr. Founvarn. Do you feel the regulations cover investments in 
firms which might profit from the Dep: artment’s activities? 

Mr. Grant. Yes; that is my understanding, 

Mr. Founratn. You think they prohibit such investments? 

Mr. Forster. My recollection is it would not preclude the invest- 
ment in a concern, but, if this official that had the investment was 
transacting any Government business with that concern, under the 
regulation he would not be eligible to transact the Government’s 
business. 

Mr. Naveuton. Do you know of any instances where officials have 
reported such investments or have disqualified themselves in dealing 
with individual firms because of investments? 

Mr. Forster. I know of none. 

Mr. Naveunton. Would you check that? 

Mr. Forster. Yes. 

The regulation does not require the reporting to the central office 
of the Department. 

(The information requested is as follows :) 

Inquiry of the seven largest agencies of the Department disclosed that there 
have been no cases in which an official has reported an investment in a private 
eoncern doing business with the agency which necessitated the official to dis- 
qualify himself from transacting the Government business. 

Mr. Fountain. What precautions, if any, does the Department take 
to prevent preferential treatment being given to business firms or indi- 
viduals in the conduct of official business / 

Mr. Grant. The regulations, some of which we have touched on 
today, provide that an employee shall not engage in any personal 
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business transaction or any private arrangement which accrues from 
or is based on ofiicial business or official information. It specifically 
prohibits that. ye 

Mr. Fountarn. Do your regulations prohibit the acceptance of gra- 
tuities or favors by employees from any individuals or firms that have 
done, are doing, or may do business with the Department ? 

Mr. Forsrmr. Yes, sir. 

Mr. Founrarn. Do you require reporting of gratuities? 

Mr. Forsrer. The regulation prohibits the acceptance. 

Mr. Founrary. So there should be nothing to report. 

[ assume no other steps are taken to determine whether or not em- 
ployees in sensitive positions have accepted gratuitiés? 

Mr. Forster. Just what do you mean by sensitive position? ' Our 
regulation prohibits the acceptance of gratuities, and that covers all 
employees. 

Mr. Fountarn. Persons handling sales of commodities and trans- 
actions of that kind? 

Mr. Forster. If he was doing business with some concern and he 
accepted favors or gratuities from the concerns with which he was 
dealing, he would violate the regulation, such as meat inspector or 
meat grader accepting free meat from a packer or any employee in any 
operation, is prohibited from accepting gratuities. 

Mr. Fountarn. I suppose long after we are gone the question will 
be debated as to what type of gratuity might influence a public official 
to do something contrary to the public interest. 

Mr. Forster. With respect to the conduct phase of it, we are not 
too much concerned as to whether it did influence him. Whether he 
did something improper, he violated the regulation in accepting it 
and is penalized for it. 

Mr. Fountarn. In other words, if he aecepts a gratuity, regardless 
of his honest intentions, he is penalized because of the possibilities 
that are involved ? 

Mr. Forster. Yes. 

Mr. Grant. Mr. Chairman, in connection with your question as to 
what additional precautions we take, that is one of the things that 
internal auditors in the staffs of the various agencies keep in mind. 
That is one of the things that the agency staffs who are auditing 
the records of contractors, or associations having agreements with 
the departments, look for in their audits. 

Mr. Fountartn. Do you have any regulations prohibiting former 
employees from dealing directly or indirectly with the Department 
on behalf of private firms or individuals? 

Mr. Grant. I do not know. 

Mr. Forsrer. I think it is in the conduct chapter, I believe. Are 
you acquainted with that, Mr. Pickard ? 

Mr. Picxarp. There are statutes on that subject which I do not 
have at my fingertips. 

Mr. Founrtarn. I believe there is a statute limiting the time to 2 
years. Whether that is applicable to all employees I do not know. 

Do you think the conduct chapter has requirements concerning 


situations where former employees are dealing with the Department 
on behalf of private interests ? 
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Mr. Forster. Former mnplayete representing private concerns 
dealing with the Department ? 

Mr. Fountain. Yes. 

Mr. Forster. I believe it was in there, the restriction of the length 
of time. He couldn’t represent some private concern having a hear- 
ing or something like that before the Department. 

Mr. Fountain. Of course, under that 2-year proposition, if that 
is the requirement, an employee could not within 2 or 3 months come 
back and deal with the Government representing a private concern 
with which the Government deals. 

Mr. Naughton advises me that it is his understanding that that 
statute prevents a former employee from dealing as a representative 
of private business with an agency to which he was assigned on a 
matter in which he participated. And he posed the question as to 
whether or not you have any requirements which would prohibit 
him from doing business with some other branch of your Depart- 
ment. 

Mr. Forster. My recollection is that it relates to his representing 
a concern having business in the Department of Agriculture. 

Mr. Fountain. So that would cover all branches of the Depart- 
ment ? 

Mr. Grant. Yes. 

Mr. Navueuton. My recollection of the statute is that it prohibits 
a former employee within 2 years from dealing with a department 
for which he worked on a matter which he handled while he was in 
the Department. 

Mr. Forster. That is right. 

Mr. Navucuron. That is quite limited in application. Do you have 
any policy requirements which go beyond the statute in prohibiting 
contacts by former employees with the Department on behalf of 
private interests ? 

Mr. Forster. My recollection is that the regulations do not attempt 
that. 

(The Department later submitted the following information :) 

Title I, paragraphs 443 and 444, govern the conduct of former employees in 
relation to business transactions with the Department after separation. 

The regulations referred to are as follows: 

443. Representation by former officers or employees 


(a) Former officers or employees of the Department of Agriculture.—No former 
officer or employee of the Department shall be permitted to represent any per- 
son before the Department in connection with any particular matter as to which 
by reason of his employment he acquired personal knowledge of such a nature 
that it would be improper, unethical, or contrary to the public interest for him 
so to act. This shall not be construed to prevent any former officer or employee 
of the Department from appearing as a witness in any hearing, investigation, or 
other proceeding before the Department. 

(b) Former employee of the Federal Government generally——F¥ormer Gov- 
ernment employees are prohibited within 2 years after the time when their em- 
ployment or service ceases, from prosecuting or acting as counsel, attorney, or 
agent for prosecuting any claims against the United States which: 

(1) were pending in any Federal agency while they were serving as such 
officers or employees, 

(2) involve any subject matter directly connected with which such person 
was so employed or performed duty. 

(In this connection the term “claim” has been held to mean a claim for money 
or property. ) 
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444. Penalties 

Provisions of paragraph 442 and 443(b) are taken from statutes that provide 
for fines up to $10,000 or imprisonment up to 2 years, or both, for violation. 
The statute from which paragraph 442(b) is taken further provides that whoever 
violates the statute shall be incapable of holding any office of honor, trust, or 
profit under the United States (5 U.S.C. 99, 18 U.S.C. 281, 283, 284). 

Mr. Fountarn. Do you know whether any effort is made to keep 
track of situations where employees leave the Department and join 
firms or individuals with whom they have dealt in their official capa- 
city ¢ 

Mr. Grant. I know of no system 

Mr. Founrarn. As a means of enabling you to check in the future? 

Mr. Grant. No, sir. 

Mr. Founratn. Have you had many instances of such employment 
that you know of ? 

Mr. Grant. I am not familiar with any. 

Mr. Forster. I remember one many years ago. The employee was 
assigned to regulatory work and was found to have accepted gratui- 
ties from and granted favors to a private concern where he was as- 
signed. After he was discharged by the Department the private 
concern employed him at $40 per month. No longer being a Federal 
employee, he was of little value to the private concern. 

Mr. Fountarx. Mr. Forster, how long have you been with the 
Department ? 

Mr. Forster. Forty-five years. 

Mr. Founratn. How about you, Mr. Grant? 

Mr. Grant. Twenty-three years. 

Mr. Founratn. Mr. Pickard? 

Mr. Pickarp. Seventeen years. 

Mr. Fountarn. Mr. Duggan? 

Mr. Dueean. Twenty-two. 

Mr. Founrarn. Mr. Harrill? 

M.r Harri. Twenty-five. 

Mr. Fountarn. So all of you gentlemen have been with the Depart- 
ment for a long time. 

Mrs. Dwyer. At this point, Mr. Chairman, I would like to ask a 
question, now having heard how long they have been with the De- 
partment. 

Can any of these witnesses from the Department of Agriculture 
testify as to whether a congressional committee such as this had dur- 
ing the years 1932-52 investigated or attempted to investigate any con- 
flict of interest in the Department of Agriculture? 

Mr. Grant. I would daresay that they have, but we would have 
to go back and search the records to find out specifically which one 
and when. I really do not know. I do not recall it offhand. 

Mrs. Dwyer. As a new member of this committee, I am asking 
the question to find out how many times this procedure has gone on, to 
check on conflict of interest in this Department. 

Mr. Picxarp. Mrs. Dwyer, I recall two investigations which, among 
other things, went into the field of conflict of interest. One was by 
the Senate Committee on Agriculture and Forestry in 1952 and the 
other was by the Agriculture Subcommittee of the Committee on Ap- 


propriations of the House, Mr. Whitten’s subcommittee, in 1951 and 
1952. 














32 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Among other things, those investigations did go into some conflict- 
of-interest situations. Those, however, were general investigations 
of the operations of the Commodity Credit Corporation. 

Mrs. Dwyer. Thank you very much. 

Mr. Micuen, Are the regulations with respect to conflict of interest 
any different today than they were 5 years ago? 

Mr. Grant. I believe they are, sir. 

Mr. Micuei. Would you say they have been tightened or liberalized 
in the last 5 years ? 

Mr. Forster. I personally know of no change. 

Mr. Grant. I would havetocompare them. I just do not remember. 

Mr. Forster. I can say this, that the regulation at the present time 
in delegation of authority to the agencies to take administrative action 
in certain types of cases denies to the agencies authority to determine 
what disciplinary action to take in conflict-of-interest cases. This is 
reserved to the Director of Personnel. It is an offense for which the 
agencies cannot decide what to do. 

Mr. Micne.t. Just by way of observation, Mr. Chairman, I think 
that in this particular field when we get into conflict of interests, sup- 
posedly, anyone engaged in farming should not work for the Depart- 
ment of Agriculture because everything the Department does in some 
way affects agriculture. 

I am thinking of the gentleman from my district who heads up the 
ASC office for the whole Midwest area. He is a good farmer in my 
district. I suppose some of his considerations are certainly going to 
be colored by his intimate knowledge of what is good not only for his 
farm, but for all the farms around him. It is a pretty delicate line 
upon which we walk. 


Mr. Forster. Many county supervisors in the Department own and 
operate farms. 

Mr. Micuet. And then if you rule out any of this valuable experience 
that a man has you are drawing only on someone who has had book 
learning and no practical experience. 

Mr. Forster. If that is a conflict of interest, I do not think it would 
excite the Department or result in any drastic action. 

Mr. Founrary. I would not think so. I agree with Mr. Michel. 
However, there are so many thousands upon thousands of farmers 
that it would be rather difficult for one farmer in the Department to do 
something to show favoritism to one particular farmer. He might be 
able to do it with respect to a class of farmers. I do not know. 

Mr. Harri. In answer to Mrs. Dwyer’s question as to whether or 
not representatives or investigators from the various committees have 
gone into this question of conflict of interest, I would say that all of 
them have, to my knowledge, but to what extent I do not know. 

I remember that they have come around to our organization and 
asked us about that. I know that they have been going into it. 

Mr. Fountarn. I think the Senate Agriculture Committee made 
such an investigation some years back, and also the House Appropria- 
tions Committee. 

Mr. Harrmu. They did not make a specific investigation, but they 
did it as a part of some other investigation. 

Mr. Fountarn. Do your policies and regulations concerning possible 
conflict of interest apply to temporary as well as permanent employees? 

Mr. Forster. Yes; anyone on the rolls. 
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Mr. Fountarn. Do they apply to consultants and experts ? 

Mr. Forster. Yes, sir. 

Mr. Fountatn. Do they apply to members of the Industry Advisory 
Committees ? ‘ 

Mr. Forsrer. I am not familiar with that. 

Mr. Grant. I would have to look into that one. The Industry Ad- 
visory Committees are generally not Federal employees. 

Mr. Fountarn. Except on a per diem basis. 

Mr. Grant. Even in many of those cases they only receive travel 
expenses, and no other compensation. 

Mr. Picxarp. Mr. Chairman, the very nature of the setup of an 
Industry Advisory Committee calls for certain representations from 
the industry. 

Those people, individually, are not employees of the department 
and, individually, are not considered as consultants to the department, 
but the committee as a whole performs certain advisory functions. 

Now, there are certain rules under which those committees operate. 
For example, I think, generally, there is a Government chairman pre- 
siding over the meeting. Any recommendations which the commit- 
tee develops are submitted to the Government merely as recommenda- 
tions, and the Government then has the final decision as to whether 
to follow those recommendations, or in any way to include them in the 
final action. 

Now, those industry advisory committees have been set up in full 
consultation with the Department of Justice because you do run into 
the possibility of antitrust violations when you get members of an 
industry together. 

The Department of Justice has laid down certain requirements that 
should be followed in setting up industry advisory committees. The 
Department of Agriculture has attempted to follow those require- 
ments. 

Mr. Naucuton. Mr. Pickard, has there been a substantial increase 
in the number of industry advisory committees advising the Com- 
modity Credit Corporation and the Commodity Stabilization Service 
during the past few years? 

Mr. Pickarp. I cannot answer that question definitely, Mr. Naugh- 
ton. My impression would be that there has been an increase. Whether 
or not it has been substantial, I do not know. 

Mr. Naveuron. I wonder if you could furnish for the record the 
number of advisory committees, let’s say prior to January 1, 1953, 
or such similar period as is appropriate, which were advising the Com- 
modity Credit Corporation or the Commodity Stabilization Service 
on commodity transactions and related matters. 

Mr. Pickarp. Or the immediate predecessor agency? The Com- 
modity Stabilization Service was not in being at that time. 

Mr. Naventon. Yes. You might give us the number of committees 
in existence perhaps for the last 5 or 6 fiscal years, if that is not too 
difficult a job. 

(The information requested is as follow :) 

As of January 1, 1953 there were 15 public advisory committees associated 
with the Commodity Credit Corporation and the Production and Marketing 
Administration, predecessor agency to Commodity Stabilization Service. 

In a previous report made to the House Committee on Government Operations 
on January 30, 1956, and published in a committee print dated May 23, 1956, 





34 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


the Department listed 71 public advisory committees associated with the 
Commodity Credit Corporation and the Commodity Stabilization Serviee:. As 
of June 20, 1958, the number was 54, a decrease of 17. 

The accompanying tabulation records the status of public advisory committees 
in recent years and brings up to date information included in the report to 
the Committee on Government Operations on January 30, 1956. 


Public advisory committees used by the Commodity Stabilization Service 
(including the Commodity Credit Corporation) as of June 20, 1958 


NATIONAL COMMITTEES 





Title Established Current 
status 

Advisory Board of the Commodity Credit e- | June 7, 1949. ____- Operative. 
Cold Storage Advisory Committee (CCC) ..__- ‘ 7 aye Apr. 16, 1954__._- Do. 
Cotton Linters Advisory Committee _- J .-| Dec. 31, 1944....-.| Terminated. 
Cotton Loan (Price Support) Advisory ‘Committee_- | Mar. 2, 1953_-_. Do. 
Cotton Export Advisory Committee - wah | May 24, 1955_- Do. 
Cottonseed Price Support Advisory OME etn 8 es | Feb. 18, 1953. .-_ Do. 
Dairy Industry Task Committee. P ee | Apr. 24, 1953... . Do. 
Dry Bean Industry Advisory Committee_____ SS onmntisdds teubae Jan. 8, 1954__ -| Do. 
Grain Storage Advisory Committee--_- July 23, 1954_..._- | Operative. 
Peanut Advisory Committee i ied Nov. 6, 1953.---.-.- | Do. 
Rice Advisory Committee (CCC)- ‘ Nov. 30, 1954___.._| Terminated. 
Seed Advisory Committee. ; May 27, 1953__-__-| 0 
Soybean and ‘Flax Advisory Committee- : Oct. 8, 1953___. | Do. 
Sugar Industry Advisory Committee. alc abit high icing --| Feb. 11, 1065....-..| Do. 
Sugar Industry Advisory Committee for Defense......-...----- ..| Sept. 26, 1956_. | Operative. 
Temporary Cotton Export Committee (1953).....-.......---..........| Feb. 13, 1953____- | Terminated. 
Wheat Flour Milling Advisory Committee 


| May 28, 1956. 


Operative. 





Wool Merchandising Advisory Committee _. = RA ----| May 7, 1953.....--| Terminated. 


COMMODITY OFFICE C 


COMMITTEES 





Area Working Committee for Grain (Dallas, Tex.) - | Aug. 4, 1950- Operative. 
Uniform Rice Storage Agreement Working Committee (Dallas, Tex.) Sept. 10, 1956_. Terminated. 
Area Grain Trade Work Committee (Evanston, Ill.) ~---- ; | July 1950 ...-| Operative. 
Grain Advisory Committee (Kans: Bt ity, Mo.)- : July 25, 1950___- Do. 
Area Advisory Committee (Minneapolis, Minn.) _._- = | July 27, 1950... Do. 
Area Working Committee for Grain (Minneapolis, Minn. oS SP Terminated. 
Cotton Advisory Committee (New Orleans, La.) - ; Feb. 28, 1955... -- Do, 
Storage Advisory Committee (Portland, Oreg.)_.-- ‘ March 1950__.- | Do. 
Grain Advisory Committee (Portland, Oreg.).....-...-...------ | May 2, 1958_.__.._.| Operative. 


STATE COMMITTEES 


California: 
State Advisory Committee on 1955 Sugar Beet Proportionate | Sept. 14, 1954_- Terminated. 
Siete Navens Committee on 1956 Sugar Beet Proportionate | Oct. 5, 1955___- Do. 
State Advisory Committee on 1958 Sugar Beet Proportionate | Operative. 
gtate Advisory Committee on 1955 Sugar Beet Proportionate | Feb. 15, 1955-_--.- Terminated. 


Shares for Imperial Valley. 


Colorado: 
Agricultural Conservation Program Technical Committee-.----- July 1, 1954...- | Operative. 
USDA Drought Committee. ; hs ae nel July 6, 1953... | Do. 
ee De UPI 550 oo enc s kd wosneeeangenseh : April 8, 1954__. Do. 
Sugar Beet State Advisory Committee (1954)_...........-..-- Nov. 19, 1954_. Do. 
Sugar Beet State Advisory Committee (1955) ._-.......-- Sept. 28, 1955_. | Do. 

Idaho: 
Franklin Area Sugar Program Advisory Committee. Oct. 10, 1955... Do. 
Magic Valley Sugar Program Advisory Committee_- : ; we: 52 Do. 
Nampa-Nyssa Area Sugar Program Advisory Committee_.-.-.-- -00%<<% } Do. 
Utah-Idaho Area Sugar Program Advisory Committee. --_-- WED nes Do. 

Illinois: Grain Storage Advisory Committee__. deed June 7, 1951... | Do. 

Iowa: | 
State Agricultural Conservation Committee- -- Do. 
Sugar Beet Advisory Committee_. December 1954_. 


| 
_| Inactive. 
Warehouse Work Committee_- | Jan. 24, 1951... | Operative. 
Kansas: | 
Agronomy Practios Committes........ 0. cesncccw ence ecncaccesae } Peeavatesafosecs as Do. 
Committee of Agriculture Agencies..............-...---....-------| Mar. 5, 1954.....-- | Do. 
Engineering Practice Committee_.-..................-.-..-.--.- a ee ee Do. 
Cen AaCenener: € TED 1 tin ecdipiencindih<actibeoinee’ BO, 2. IER scones | Do. 
SEE SOOG AE UIOUT YY CCOMIMRIOUBO. oon nw cn wcccenanecesenssepesese | Dec. 14, 1954. ...-- Do. 
Maryland: Tobacco Advisory Committee. -..............-..-.---..---- } BPGR i sdacedcaddabad Do. 
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Public advisory committees used by the Commodity Stabilization Service (includ- 
ing the Commodity Credit Corporation) as of June 20, 1958—Continued 
STATER COMMITTEES—Continued 








Title | Established | Current 
| status 
Michigan: | 
Sugar Beet Advisory Committee. ..........................-..-.-- | Nov. 17, 1954._...- | Operative. 
Warehouse Advisory Committee. ._.............-.---...---.------ Fall 1963. ......... | Do. 
Minnesota: | 
Grain Advisory Committee. -_.........-.-..-.-.. tee SEZ | Jan. 29, 1954_.....- Do. 
Gueer Beet Advisory Committes...n .onnicdsccescnsecddecccsmccecs~ Dec. 15, 1954. ..... Do. 
Mississippi: Grain Storage Committee_..............-..-.-.....-.-.-. | Apr. 21, eae Do. 
Missouri: Grain Storage Advisory Committee. _...............-..----- Mar. 29, 1954_____- Do. 
Montana: 
Grain Trade Advisory Committee_................-....--.--.-...- July 21,1955.....--} Do. 
Sugar Beet Advisory Committee. ---.............-.......----....- | Dee. 2, 1954...-.- Do. 
New York: 
Grain and Dry Bean Advisory Committee___............-_..- ..| June 13, 1949_.-_- Do. 
Honey Advisory Committee___._- Si eciaiie heatiathndepatuds May 14, 1952__-_-- Do. 
North Dakota: 
Eastern Area Sugar Beet Advisory Committee.._........_.__- Jan. 18 ,1955.....-- Do. 
Grain Storage Advisory Committee _._-- «s aa eu Apr. 13, 1954 _.__..| Terminated. 
Grain Advisory Committee _-_ b othe diehaeepaied tigeimks Sept. 17, 1954___- Do. 
Sugar Beet Advisory Committee- chon apa aereiia oi a nae Do. 
ons Western Area Sugar Beet Advi isory Committee. satatedhllctod Jan, 18, 1955..._....| Operative. 
io: 
Agricultural Conservation Program Advisory Committee - --_---- PR ctdsdbchessees Do. 
Sugar Beet Proportionate Share ATER CIEL, | caceasd. Matloh td meds tas Do. 
Warehouseman’s Committee_ - taudadeenadibeusdondsgnuetanas Aug. 5, 1955.....-- Do. 
Oklahoma: 
Agricultural Conservation Program Seed and Fertilizer Advisory | Sept. 12, 1955...-- Do. 
Committee. | 
Grain Storage Advisory Committee... .............-..--..---.- ; Apr. 8, 1954...-..- Do. 
Oregon: Sugar Beet Advisory Committee_-.-.............-------- Nov. 9, 1955. = Do. 
South Dakota: 
ASC Advisory Committee a 2 Sa acai Jan. 1958 _ a Do. 
Grain Trade Advisory Committee___.___.-_- wa dddada nthe casa] ee Deen: Do, 
Sugar Advisory Committee___- ; .....| Jan. 1955- ; Do. 
Texas: Sugar Beet Advisory Committee.._........__.- owe dats Je ee SOMES s Do. 
Utah: Sugar Beet Advisory Committee____._.........---- a Sadandtteh et Dec. 1, 1954. ..__-- Do. 
Washington: Sugar Beet Advisory Committee _--__- osiniatis sn agiggtbicecapigeincrt SMCs. Maer Do. 
Wyoming: Sugar Beet Advisory Committee_..............._.-.-....-- Nov. 17, 1954.__-_-- Do. 











Mr. Micner. When we are speaking of industry now, are we speak- 
ing of industry or agricultural groups too? 

Mr. Founrarn. I think we might well be referring to both. There 
might be a distinction of the applicability of regulations to one group 
or the other. 

Mr. Naveuron. I was thinking of commodity transactions involv- 
ing sales of large amounts. There are many agricultural stabiliza- 
tion and conservation committees which actually operate the programs. 

Mr. Micuet. I know in the Department of Commerce these groups 
are referred to as industry advisory committees. Is there a broad 
classification in the Department of Agriculture for these advisory 
people ? 

Mr. Grant. We have advisory committees throughout the Depart- 
ment that are just called advisory committees. The Research and 
Marketing Act of 1946 authorized the establishment of a number of 
them in connection with research and marketing activities, but with 
respect to CCC or Commodity Stabilization Service, I think they are 
just called advisory committees. 

Mr. Pickarp. There may be a storage advisory committee or some- 
thing of that sort, on a specific problem that the corporation has. 
I think Mr. Naughton is familiar with one or two of those. 

Mr. Micuex. And the gentleman who heads up the livestock meat 
board in Chicago, as a resident of my district, has his business in my 
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district. He is summoned down here on a number of occasions by the 
Secretary to give advice as to what his feeling is with respect to the 
livestock industry. I suspect, then, he is just on a general advisory 
committee ? 

Mr. Pickxarp. We have an advisory board of the Commodity Credit 
Corporation which is set up pursuant to statute and which meets from 
time to time and advises the regular board of Commodity Credit 
Corporation on certain problems that may be coming up from time 
to time in the business of the Corporation. 

In other words, Congress itself, in setting up the Commodity Credit 
Corporation, has recognized the desirability of having advisory com- 
mittees composed of non-Government employees to meet and con- 
sider various problems and submit their views on those problems to 
the Government officials, so as to get the viewpoint of the public or 
the industry, the farmers, or whatever group is involved in that 
particular situation. 

Mr. Micuet. But that one has been set up by statute. 

Mr. Picxarp. That is correct. 

Mr. Navueuton. Mr. Pickard, you mentioned that the Attorney 
General had established regulations to prevent, or at least minimize, 
the danger of antitrust violations in connection with the use of in- 
dustry advisory committees. 

Has there been full compliance with those regulations in connection 
with the advisory committees in the Department or have there been 
fairly numerous instances where those regulations were not followed ? 

Mr. Pickarp. Mr. Naughton, I am aware of no instances where the 
regulations were not followed. I have no particular knowledge of 
the operations of those committees, however. 

Mr. Naventon. Has the Assistant Attorney General in charge of 
the Antitrust Division ever expressed himself as to whether he felt 
the Department of Agriculture advisory committees were in com- 
pliance with his regulations regarding antitrust violations? 

Mr. Picxarp. I am not aware that he has. 

My reference was to correspondence over a period of years in which 
the Department of Agriculture itself raised the question of the Attor- 
ney General as to the advisability of setting up certain industry 
advisory committees and as to what sort of ies should be set up to 
safeguard any possible violation of the antitrust statutes. 

Mr. NaveuTon. You are not familiar then with the testimony of 
Judge Barnes before another subcommittee of the Committee on 
Government Operations in May of 1956 in which he gave a breakdown 
by departments and agencies of the number of advisory committees-in 
each agency and listed the number whose regulations complied with 
the recommendations of the Attorney General and those which did 
not ? 

Mr. Pickarp. No, sir; Iam not familiar with that. 

Mr. Naventon. The reason I ask that is because Judge Barnes 
stated in 1956 that the Department of Agriculture had 213 advisory 
committees and that the regulations of all 213 did not comply with 
the Justice Department recommendations. 

Mr. Pickarp. What is the report you are reading from? 

Mr. Navcuton. The hearings on the employment of experts and 
consultants by Federal agencies before a subcommittee of the Com- 
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mittee on Government Operations. It is dated April 16-26, and May 
2-15, 1956. 

Mr. Micuet. Would the record show if that disclosure had been 
called to the attention of the General Counsel and that he was then 
asked for his comment ? 

Mr. Naucuron. There is further testimony. I think the General 
Counsel was testifying at the time. I do not recall his comments. 

Mr. Grant. It is my recollection that within the past year or year 
and a half—I do not remember the exact time—that the Department’s 
regulations or procedures with respect to advisory committees have 
been amended and tightened up. I would be glad to furnish them for 
the record. 

(The information referred to is as follows :) 


CHAPTER 4. ORGANIZATION AND FUNCTIONS OF COMMITTEES, 
COUNCILS, AND BOARDS 


SECTION 1. COMMITTEE MANAGEMENT PROGRAM 
290. Purpose 


The Executive Office of the President has directed each department to estab- 
lish a committee management program to insure the best possible utilization of 
the various committees at the disposal of the Government. This section is 
established to prescribe standards for the utilization of advisory committees and 
establish procedures to assure proper review and control of departmental and 
interdepartmental committees. 


291. Definitions 


The terms as used herein are defined as follows: 

(a) Committee——A body of persons formed or utilized by any executive de 
partment or agency to consider, investigate, advise, or take action upon, and 
usually to report concerning some matter or business of direct interest te the 
Government, For purposes of this regulation the term “committee” also means 
any board, commission, council, conference, panel, task force, or similar groups 
which fall within the general definition given above. Also included are all sub- 
committees or other subgroups of the above whose reports and recommendations 
are not passed upon by the full committee group. 

(b) Public advisory committee.—Any committee whose functions are advisory 
in nature and the membership of which does not consist wholly of U.S. Govern- 
ment employees. 

(c) Interdepartmental committee——Any committee involving two or more 
departments or independent agencies of the Government on which the representa- 
tion is exclusively Government personnel. Also, representation on any committee 
sponsored outside the Federal Government will be considered in this eategory 
for purposes of reporting as prescribed in paragraph 305-306. 

(d) Departmental committee——Any committee comprised of representatives 
of two or more agencies of the Department and on which all representatives are 
employees of the Department. 

(e) Agency committee——Any committee which operates exclusively within 
any single agency of the Department. 

(f) Minutes.—The official record made of the transaction or proceedings of a 
meeting of a committee. 


SUBSECTION 1. COMMITTEE MANAGEMENT OFFICERS 


292. Department committee management officer 


The Secretary shall designate a committee management officer to carry out 
the Department’s committee management program. This officer shall be re 
sponsible for establishing and maintaining departmentwide committee manage- 
ment and control machinery. He shall specifically be responsible for advising 
the Secretary on all matters requiring the attention and approval of the Seere- 
tary, as outlined in paragraphs 294 and 298. It shall also be his responsbility 
to study the information provided by the agencies to assure proper organization 
and management of the Department committtee structure, and to counsel with 
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the agency committee management officers and others to assure proper co- 
ordination of all committees utilized in the Department. 


293. Agency committee management officer 


The head of each agency shall include committee management as the responsi- 
bility of an officer in his agency who is responsible for management and co- 
ordination. This designation of the agency committee management officer shall 
be submitted to the Department committee management officer. A copy shall 
be directed to the Chief, Secretary’s Records Section. A working group may 
be established in the agency to assist the agency committee management officer 
in carrying out his responsibilities, which shall include the following: 

(a) To make recommendations to the head of the agency concerning the 
advisability of establishing, changing, consolidating, or terminating internal 
agency committees, or departmental, interdepartmental, or public advisory 
committees chaired or sponsored by his agency. He shall also make recom- 
mendations with respect to his agency’s affiliations with any other depart- 
mental, interdepartmental, or public advisory committee. 

(b) To maintain an agency central control record and to report to the 
Secretary’s Records Section information on departmetal, interdepartmental, 
and public advisory committees as prescribed in subsection 3. 


SUBSECTION 2. PUBLIC ADVISORY COMMITTEES 


The regulations outlined in this subsection do not apply to any advisory 
committee consisting wholly of U.S. Government employees. Nor do they apply 
to any advisory committee, no matter how composed, for which the Congress has 
by statute specified the purpose, composition, and conduct (such as selection of 


chairman and holding of meetings), unless the Congress has delegated the power 
to prescribe rules for such a committee. 


294. Organization and utilization 


All agencies shall, in their utilization of public advisory committees be gov- 
erned to the extent consistent with law, by the following rules: 

(a) Such committees shall be specifically authorized by statute, or the 
Secretary shall find that such committees are necessary in connection with 
the performance of certain statutory duties. Should such a finding be 
necessary the head of an agency shall submit such a request to the Secre- 
tary, providing information on the statutory duties involved, the length of 
time the services of such a committee will be necessary, and any other in- 
formation pertinent to the appointment of such a committee. 

(b) The functions of such committees shall be solely advisory, and any 
determination of action to be taken, based in whole or in part on such ad- 
vice, shall be made solely by the proper Department official or officials. 

(ec) Committee meetings shall be initiated by the Department and the 
agenda for the meetings shall be formulated by the Department, except for 
other than industry advisory committees when the Secretary finds that this 
requirement would render effective utilization impracticable. 

(d) The meetings shall be at the call of and under the chairmanship of 
a full-time salaried Department official, except for other than industry ad- 
visory committees when the Secretary finds that this requirement would 
render effective utilization of the committee inpracticable. In such a case, 
a full-time Department official shall be present at all meetings. 


295. Legal liabilities 


All members of, and participants in public advisory committees subject to 
these regulations shall be notified that the Department of Justice has freedom 
to institute proceedings, either civil or criminal, or both, in the event that any 


meetings, acts, or commissions to act are used to accomplish ends contrary 
to law. 


296. Minutes of meetings 


Minutes of each meeting shall be for administrative use only, shall be kept, 
and such minutes shall be certified by the Department representative as to 
whether or not they are accurate, except for other than industry advisory com- 
mittee meetings when the Secretary finds that this requirement would be 
impracticable. 

The minutes should constitute a record of all essential actions that took place, 
and should record what was done rather than what was said. They should set 
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forth the purpose of the meeting, the names and affiliations of the members 
present and absent, and the time and place of the meeting. 

All the principal proposals should be recorded, together with any disposition 
made of such proposals. In addition, the record should note any matters dis- 
cussed which bear pertinently on the main issue under discussion. 

There should be omitted from the minutes extraneous remarks, general com- 
ment endorsing proposals, and other comment and discussion not bearing in 
material respect on the problem under discussion. 


297. Information coverage 


(a) Department policy.—The Department shall maintain an open-door policy 
with respect to information on meetings of advisory committees. Its applica- 
tion must necessarily vary according to the specific committee and the subject 
matter with which it deals. The public interest, especially markets for agri- 
cultural commodities, must be protected. The general policy shall be to hold 
briefing sessions for the press on the background of items on the agenda, and 
when conclusions are firmed up, press releases or reports are usually available. 
The Department works with the press to provide such appropriate additional 
information as may be requested. 

The responsibility for releases rests with the chairman of the advisory com- 
mittee working with the heads of agencies concerned and with the Department’s 
Office of Information. 

(b) Procedure.—Agencies concerned and the Office of Information shall 
cooperate in providing information on advisory committee activities. Agencies 
concerned shall provide advanced notice of advisory committee meetings to the 
Office of Information as far in advance of the meeting date as possible, and not 
later than 3 days prior to the meeting, in order that adequate notice may be 
given to the press and others. 

The Office of Information shall: Provide, in cooperation with the appropriate 
agency, suitable notice of sucb meetings; arrange for suitable press briefings 
during meetings of advisory committees, with the assistance of the USDA official 
in charge of the meeting; issue, with the assistance of informational personnel 
in the agency concerned, suitable press releases on advisory committee activities 
and recommendations. 

298. Exceptions 


In each instance where a finding by the Secretary is necessary to permit an 
exception to these regulations, the head of the agency shall submit a request 
for such finding to the Secretary, providing in each instance such information 
as may be necessary to enable the Secretary to make a decision. Where on the 
effective date of this amendment a committee is being operated under conditions 
which may not continue without an exception, such operations may continue 
for not to exceed 90 days, but application for such exception shall be made 
promptly. 

SUBSECTION 3. RECORDS AND REPORTING 


305. Official records 


Each agency shall be responsible for the proper maintenance and disposition 
of minutes, reports, and other material which document the activities of its 
committees. In the case of committees or committee members appointed by 
the Secretary, agencies may consult with the Secretary’s Records Section with 
respect to the proper procedure for disposition of such records. 


3806. Committee control record 


(a) Responsibility—Each agency committee management officer shall be 
responsible for the maintenance of central control record of all agency committees 
and on all departmental, interdepartmental, or public advisory committees which 
the agency sponsors or on which it has representation. Such information shall 
be kept current at all times and the agency committee management officer shall 
be prepared to assemble such information as the Department committee man- 
agement officer may require. 


(b) Committee control record, form AD-241.—To provide current and uniform 


information on all committees in the Department and of interest to the Depart- 
ment, a departmentwide uniform committee control record form shall be used 
for (1) Department records maintained in the Secretary’s Records Section: 
(2) agency committee control records. 
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Each agency, through its committee management officer, shall submit an 
original and first carbon copy of a completed form AD-241, committee control 
record, to the Secretary’s Records Section for each public advisury committee 
it sponsors, for each departmental committee it chairs, and for each inter- 
departmental committee on which it has representation. See exhibit 1 for 
instructions on completing the form. 

As new committees are established, agencies shall submit a form AD-241. 
Likewise as changes occur on established committees, a revised form shall be 
submitted to the Secretary’s Records Section. When a committee becomes 
inactive, or is abolished, the Secretary’s Records Section shall be notified im- 
mediately in writing. Any questions regarding the maintenance of the com- 
mittee record may be referred to the Chief, Secretary's Records Section, extension 
3337. 

The Secretary’s Records Section shall provide the Department committee 
management officer with such information as he may require to carry out the 
Department's program. 
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Mr. Naveuron. I think it was about that time this subcommittee 
took considerable interest in the subject of advisory committees as 
the chairman will recall, in the latter part of 1956. 

Mr. Pickarp. If the chairman likes, we could furnish a statement 
for the record on that. 

Mr. Founrarn. We will appreciate it if you will. 

Mr. Pickarp. We are not familiar with that particular develop- 
ment Mr. Naughton refers to. 

Mr. Founratn. I take it that inasmuch as representatives of indus- 
try are appointed to advisory committees in connection with the 
industry with which they are familiar, that industry advisory com- 
mittees are not subject to the Federal law prohibiting conflicts of 
interest. Is that right? 

Mr. Grant. I think that is right, Mr. Chairman, but again I would 
like to check it. I am not up to date on the advisory committee 
procedures. 

(The information referred to is as follows :) 

The Department does not consider members of public advisory committees to 
be employees of the Department. It is also considered that service of a person 
paid by a private firm or organization on a public advisory committee does not 
involve a violation of 18 U.S.C. 1914, merely because the person receives his 
regular salary while a member of the committee. It is assumed that 18 U.S.C. 
1914, generally prohibiting private contributions to salaries of Government em- 
ployees, is the Federal law referred to as to prohibiting private contributions to 


salaries of Government employees, is the Feder al law referred to as prohibiting 
conflict of interest. 

The regulations of the Department concerning the committee management 
program (title 1 of USDA Administrative Regulations, pars. 290-306) were 
issued on December 27, 1956. 

When Stanley L. Barnes, Assistant Attorney General, Department of Justice, 
testified before the House Committee on Government Operations on May 15, 
1956, he indicated that the Department of Agriculture did not have regulations 
in compliance with standards recommended by the Department of Justice. 
The regulations of the Department of Agriculture issued on December 27, 1956, 


amt, 
we believe, comply with such standards insofar as they relate to industry ad- 
visory committees. 

Mr. Fountarn. As long as we use the valuable experience of in- 
dustry representatives in this manner, I do not know what we can 
do about it but I can see that there may well be a built-in conflict of 
interest in these situations. 

Mr. Pickxarp. Of course, they are not employees of the department 
in any way. 

Mr. Fountarn. They do not have a conflict of interest as employees. 
It could be a conflict of interest because of the particular industry in 
which they are engaged. 

Mr.-Proxarp. Of course, their recommendations are merely recom- 
mendations. ‘They have no authority to put their recommendations 
into force. Final judgment i in that regard is made by the appropriate 
Government officials in charge of the operation. 

Mr. Founrary. You have given us a general description of pro- 
cedures that are established to prevent “and detect. violations and 
serious irregularities in connection with your various operations. 

Are you gentlemen sufficiently familiar with the operation of those 
procedures to tell how well they are working ? 

Mr. Grant. From the overall standpoint, I think the internal audit 
and investigation activities of the Department are working very 
satisfac torily. 
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The Department, as pointed out in the letter from the Acting See- 
retary, greatly strengthened and intensified its efforts in this field, 
beginning i in 19! D4, and the internal audit:staffs in one or two of the 
agencies are still in the developmental stage. I think we will make 
further progress as time goes on, but this work has been very satis- 
factory. They have been doing a very good job. The General Ac- 
counting Office, in its audit of the Department’s agencies, looks into 
these matters. 

In connection with the Commodity Credit Corporation audit report 
by the General Accounting Office as of June 30, 1957, the GAO indi- 
cated that, based on their ‘examination and appraisal of this activity, 
the Division of Internal Audit of Commodity Stabilization Service is 
of considerable aid to management and that the scope and quality of 
the audit are adequate to disclose deficiencies of significance or of 
substantial duration. 

I think that can generally be said of all of our internal audit and 
investigation staffs. 

Mr. Founrarn. Then you think an effective job of preventing and 
detecting law violations and serious irregularities is being done ? 

Mr. Grant. Yes; I do. 

Mr. Founratn. Do you have any reason to feel that there is a rea- 
sonable possibility of law violations or serious irregularities which 
have not been prevented or discovered ? 

Mr. Grant. None whatsoever. I do not believe that with the sys- 
tems and procedures we have that any serious irregularity can go un- 
detected very long. 

Mr. Founrarn. Do you think your procedures are adequate to pro- 
mote maximum economy and efficiency in your operations ? 

Mr. Grant. Yes; I do. The procedures, we believe, are adequate. 

Now, as I indicated, as the people get more training and some of the 
newer organizations gain experience, I think we can improve on what 
we are doing. I do not think any of us have come to the point where 
we cannot improve our work some. 

Mr. Founratn. You know of no large amounts of waste or lack of 
efficiency which need to be corrected in your Department ? 

Mr. Grant. No; I do not. 

Mr. Fountarn. Or the CCC? 

Mr. Grant. Or the CCC. 

If we find anything, immediate steps are taken to correct it. 

Mr. Founratn. What precautions are taken to prevent violations 
of antitrust laws? 

Mr. Grant. Mr. Pickard, can you answer that one ? 

Mr. Pickarp. Mr. Chairman, my knowledge on that goes back a 
number of years and it might be that we should endeavor to furnish 
this in the statement referred to a moment ago. I do recall, going back 
a number of years ago, that some of the precautions which the Depart- 
ment of Justice suggested, and which were followed, were as follows: 

A Government chairman was in charge of the meeting of an industry 
advisory group. The industry advisory group was not to consider 
and make recommendations on matters of price which might run into 
a situation of a violation of the antitrust statutes. The recommenda- 
tions of the committee were advisory only, and that the Government 
was to have the final decision as to whether or not to adopt those rec- 
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ommendations. There probably were other requirements which I do 
not recall at the moment. We can incorporate that in the statement 
we mentioned a moment ago. 

Mr. Fountain. I would appreciate it if you would. 

Where competitive bidding is required, are identical bids reported 
to the Justice Department ! 

Mr. Pickarp. If there is enough bidding which indicates evi- 
dence of some conspiracy on the part of various bidders, or collusion 
on the part of various bidders, the Department would request an 
investigation to be made. If the investigation does disclose evidence 
of collusion, that would be submitted to the Department of Justice. 

There has been a few instances in which that has occurred; the case 
has been investigated and referred to the Department of Justice. 

Mr. Founrarn. Are bids closely examined with a view determin- 
ing whether or not there is evidence of a conspiracy ? 

Mr. Pickxarp. Mr. Chairman, I cannot speak for the contracting 
officers as to how they go about examining bids since I have never had 
any experience with that particular operation. 

Mr. Fountain. Are any others in a position to speak on that ? 

Mr. Harrill? 

Mr. Harri. When bids are opened by the Washington office con- 
tracting officers of the Commodity Stabilization Service, as a usual 
rule we have one of our auditors sit in on the opening of the bids and 
observe what they do. A tabulation is made of the bids, and then we 
go into the contracting activities to see whether or not any procedures 
have been violated. That is, whether or not the contracting officer or 
the people making the bids violated procedures. Later we audit 
against the performance of these particular contracts. We watch for 
this point of identical] bids. I do not believe we have had any great 
number coming in where they show identical bids. 

Maybe two will be close, or maybe for the exact amount. Occasion- 
ally bids will be thrown out altogether for some reason, but not for 
that one. 

Mr. Fountain. I wonder if you would submit for the record, the 
situations in recent years in which this has occurred, and give us 
further details. 

Mr. Grant. With respect to the entire Department or just the 
Commodity Stabilization Service ? 

Mr. Founratrn. Both, if you please. 

Mr. Naventon. I wonder if you would also include situations which 
have come to your attention that might not involve identical bidding, 
but other evidence of collusion which would be in violation of the anti- 
trust laws. 

Mr. Grant. Yes. 

Mr. Naventon. Do your regulations require procurement and sales 
officers to report identical bids or other evidence of collusion to the 
General Counsel’s Office or to some other central location ? 

Mr. Grant. I really do not know. 

Mr. Naventon. Could you check that and give us that information ? 

Mr. Grant. Yes, sir. 
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(The information requested is as follows :) 
UNITED STATES DEPARTMENT OF AGRICULTURE 
THE INCIDENCE OF Equat Bins AND EVIDENCE OF FRAUDULENT BIDDING PRACTICES 


ADMINISTRATIVE PROCUREMENTS (SUPPLIES, SERVICES, CONSTRUCTION) 


Department Administrative Regulations (title 5) on the subjects of fraudulent 
bids and the handling of award where equal bids are involved are as follows: 


“276. Fraudulent bids’’ 


The United States may reject a bid in case of fraud. If, in the opinion of the 
contracting officer, bids received indicate collusive bidding, follow-the-leader 
practices, rotated low bids, or other possible evidence of violation of the anti- 
trust laws, all bids concerned should be forwarded to the Office of Plant and 
Operations with a full statement of the facts.” 

“283. Tie or equal bids” 

(a) Policy.—Tie bids which are low and acceptable will be decided by public 
drawing by lot of the names of the tie bidders (provided all other conditions are 
equal). This drawing may be witnessed by bidders or their representatives. 
When requested by a bidder, a time for the drawing will be set by the contracting 
officer and due notice thereof will be given to all interested parties.” 

Additional procedures are included in these regulations providing for the giving 
of preference in the award of tie bids to surplus labor areas and small business 
concerns, or to bids containing better delivery time, quality of product, or other 
advantage to the Government. 

Since the contracting operations of the Department are largely decentralized 
to several hundred field locations, a review was made of bid cases since July 1, 
1953, at representative major field purchasing offices to determine the incidence 
of tie bids, the type of items involved, and experience with fraudulent bid prac- 
tices. The review was accordingly made of about 25,000 transactions. Some 
190 cases involved equal low bids on scientific and laboratory equipment such 
as balances, scales, microscopes, centrifuges, Ph meters, etc. Many of these 
items are in the nature of proprietary articles available from only one or two 
manufacturers and all are distributed under “fair trade” practices in the indus- 
try, i.e., equal low bids are received from various authorized dealers who sell 
only at the prices indicated in the manufacturer’s printed price lists. There 
were only some 20 other tie bid cases noted and these involved a miscellaneous 
group of items such as culvert pipe, compasses, crosscut files, ete., with no 
pattern that would indicate that tie bids were other than happenstance. 

There have been no cases reported in recent years of possible fraudulent bid- 
ding practices in this class of procurement. 


COMMODITY PROCUREMENTS (BY COMMODITY CREDIT CORPORATION) 


The procurement of commodities by competitive bid procedures conforms to 
the procurement policy of the Department. While the volume of procurement 
and sales actions by the Corporation makes it impractical to-review all cases 
within a short time, a review on a sampling basis indicates a few instances of 
equal low bids on purchases of commodities by the Corporation. There was 
no evidence of collusion or circumstances which would be in violation of anti- 
trnst laws with respect to any bids received. Information on sales is given 
below. 

ADMINISTRATIVE SALES (SURPLUS EQUIPMENT) 


Policies for handling of tie bids and fraudulent bids are the same for sales 
as for procurement. Sales of surplus equipment are generally small—it is esti- 
mated that fewer than 1,000 sales are made annually. A review of several hun- 
dred transactions since July 1, 1953, reveals only two tie bid cases involving 
$150 or less and the equal bids were apparently happenstance. 


TIMBER SALES 


All national forest timber sales of over $2,000 in amount must be advertised 
for competitive bidding. In fiseal year 1957 there were 1,949 such sales. In 
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the advertisement requesting bids the minimum stumpage rates which will be 
accepted are stated. 

The Forest Service uses both a sealed bid system and an auction bid system. 
When the auction bid system is used it is generally required that in order to 
participate in the auction the bidder must submit a sealed bid at not less than 
the minimum advertised rates. 

Since this is a sale activity rather than a procurement activity, collusive 
biding indications would come from high identical bids. Under Forest Service 
procedure such identical high bids would oceur only in sealed bidding or in 
auction bidding where two or more bidders qualified by submitting bids at the 
minimum rate but refused to offer a higher oral bid. Identical high bids for 
national forest timber are quite rare. There are typically less than 10 such 
occurrences per year. Practically all of these occurrences are where two or 
more bidders submit bids at the minimum acceptable rate and no other higher 
bid is submitted. 

Forest Service regulations applicable to the handling of equal bids are as 
follows: 


Regulation S-10. Awards of advertised timber 


(2) Two or more bidders, all of whom meet the requirements, submit equal! 
bids which are the highest bids, in which caSe award may be by division of the 
sale or by the drawing of lots. Equal bids from parties having direct or in 
direct common control or association in logging, processing, or marketing may 
be consolidated to the extent deemed necessary by the awarding officer in order 
to give to any others who have bid the same amount an equitable opportunity 
in the division of the sale, or in the drawing of lots. 


The Forest Service has had only one instance since 1953 of possible collusion 
which warranted consideration for action. This was in the Black Hills area 
of South Dakota, where local mills in rotation would bid in the timber offerings 
as they occurred at practically advertised prices. More lively competition 
would have been normal for the number of mills in need of purchasing national 
forest timber. These circumstances were cited in an internal audit for the 
Recky Mountain area (region 2) made by H. P. Nichols and L. V. Heljeson, May 
16—July 30, 1955. Their report stated that: “Timber operators keep informed 
of the forest harvesting plan and agree among themselves which offering each 
operator will bid on. Only one bid is received, usually 5 cents per MBF in excess 
of the advertised price. Forest personnel often learn in advance of the bid 
date the name of the operator to whom the particular body of timber has been 
‘assigned’. Several steps were taken in an effort to break up the collusion, 
such as elimination of oral bidding, time of offerings, withholding advance in. 
formation, ete., but the practice continues.” 

As a followup on this audit report, full details were obtained and the De- 
partment referred the matter to the Attorney General on August 27, 1956. We 
understand the matter was investigated: however, we do not have definite 
information on their findings and conclusions. The situation, however, changed 
between the time of the audit report and November of 1956, when attorney in 
charge at Denver; Colo. wrote to the Assistant Attorney General as follows: 
“You will note from the sales listed for the current year that in most cases 
the bids were substantially higher than the appraised value of the timber.” 


SALE OF COMMODITIES (BY COMMODITY CREDIT CORPORATION) 


It is the policy of the Commodity Stabilization Service to take every precau- 
tionary measure in the preparation of offers, bid solicitation, the dissemination 
of advanced information, and the final awarding of the contract. In the event 
of equal high bids awards may be decided by lot, by apportionment of the offer- 
ing among the bidders or by permitting equal high bidders to furnish a new 
bid’ within a specified time. If none of these is acceptable to the equal high 
bidders all bids are rejected and a new offer is made. 

While the volume of sales offerings by the Corporation makes it impractical 
to develop data in a short time as to the actual number of tie bid cases since July 
1953. a review of the general incidence of tie bids has been made. In view of 
the large volumes involved in these commodity sales and the relatively narrow 
price range which the bidder can operate in as dictated by the market, a sub- 
stantial number of identical bids are to be expected. Where identical high bids 
are involve, reliance is placed in the knowledge of the contracting officer and 
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marketing specialists as to the business reputation of the bidders, current market 
conditions, past performance, and other factors to enable him to judge whether 
collusion may be involved in the particular case. Where collusion or other frad- 
ulent practice is suspected, the case is referred to the Compliance and Investi- 
gations Division for investigation and then, if evidence of fraud or collusion 
is obtained, to the Office of the General Counsel for consideration of whether the 
facts warrant referral to the Department of Justice. , 

Since July 1, 1953, three matters involving apparently collusive ‘bid prac- 
tices among bidders for commodities sold by Commodity Credit Corporation were 
investigated and referred to the Department of Justice for appropriate action. A 
brief description of these matters is set forth below. 

In response to an offering in August 1957 of milled rice for sale by Commodity 
Credit Corporation, three firms submitted identical high bids. Since the prices 
offered were in line with prices received on previous sales and identical bids were 
not unusual in view of narrow market price ranges, the bids were accepted. 
Several weeks later, the same three firms bid identical prices for odd lots in other 
offerings of milled rice. Three identical bids were rejected, and an investigation 
was requested. The investigation disclosed evidence that the three companies 
had agreed to export the rice as a joint undertaking and were bidding in concert. 
The matter was referred to the Department of Justice for such action as it deemed 
appropriate. After review of the matter, the Department of Justice concluded 
that the facts did not warrant legal action. Thereafter, these three firms sub- 
mitted high bids at different prices on another offering of milled rice. The bids 
were accepted on the basis of a certification by each firm that its bid had been 
prepared and submitted without consultation or agreement with any other firm 
and without knowledge as to any bid which might be submitted by others. This 
procedure was cleared in advance with the Department of Justice. 

In the course of another investigation, the Department developed information 
indicating possible collusion between the high bidder and other firms on a 1954 
sale by Commodity Credit Corporation of 30,000 bags of 1953-crop light red 
kidney beans. Identical bids were not involved. Evidence indicated that several 
bean firms had formed a “pool” arrangement for buying and exporting beans, and 
that the 30,000 bags purchased in this transaction were allocated among the 
members of the pool. Upon completion of the investigation, the matter was 
referred to the Department of Justice and is now under consideration in that 
Department. 

In 1955, this Department received information indicating that the operations of 
a cotton service, by handling and coordinating bids for a number of different 
cotton firms, might be tending to eliminate competition and cause the submis- 
sion of bids to purchase CCC cotton at prices lower than would otherwise have 
been the case. This Department referred the matter to the Department of 
Justice, which instituted criminal and civil actions under the antitrust statutes 
against the operator of the service, an employee, anil a number of cotton mer- 
chants. On December 26, 1957, a consent decree prohibiting transactions tend- 
ing to eliminate competition in bidding on CCC cotton was entered in the civil 
action against the defendant cotton merchants. The criminals action against all 
defendants was dismissal. The civil action remains pending against the opera- 
tor of the service and his employee. 


Mr. Fountatn. What steps are taken to prevent commodity deteri- 
oration ? 

Mr. Harr. The warehouse inspectors traveling out of the com- 
modity offices make regular inspections of warehouses or the com- 
modities in the warehouses and they look for that type of deteriora- 
tion, or of anything else that may be wrong with the grain or the 
storage facility itself. 

Mr. Founratn. Do you have an adequate number of inspectors for 
that purpose ? 

Mr. Harriwz. Yes. 

Mr. Fountarn. Do they also check on cases of negligence in pro- 
tecting the Government’s interests in arranging storage terms and 
commodity transactions or does someone else do that? 
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Mr. Harri. The contract work for the storage terms and the 


contract, itself, is handled in the commodity office by some of the 
officials. 


Mr. Fountarn. What precautions are taken to prevent violation of 
restrictions where commodities are sold for restricted use? For 
example, for export purposes, or for use as animal feed. 

Mr, Harrmu. That is handled by the commodity office, I cannot 
answer that right offhand, but I will get the answer for you. 

Mr. Fountain. Will you do that, please ? 

(The information requested is as follows :) 


PRECAUTIONS TAKEN BY COMMODITY STABILIZATION SERVICE TO PREVENT VIOLA- 
TIONS OF RESTRICTIONS WHERE COMMODITIES ARE SOLD FOR RESTRICTED USE 


Under the terms and conditions of sales for restricted use, as contained in CCC 
sales announcements, provisions are made for obtaining documentation in sup- 
port of the disposition or use of the commodities sold. The documentation 
required may include but is not necessarily limited to: 

1. On-board ship ocean bill of lading signed by an agent of the ocean 
carrier. 

2. Shipper’s export declaration, authenticated by the U.S. custom official. 

3. Export grain inspection certificate issued by an inspector licensed 
under the U.S. Grain Standards Act. 

4. Certified copies of documents which constitute the sales for export 
contract. 

5. Landing certificate or similar document issued by an official of the 
government of the country to which the product is exported. 

6. Certificate of use executed by thé purchaser of the commodity. 

7. Other documentation in support of export or used as deemed satis- 
factory by CCC. 

In the event the purchaser does not comply with the export or use require 
ments, the sales announcements provide for an upward adjustment of price or 
liquidated damages. 

The responsibility for securing and controlling the documentation described 
above is either assigned to the appropriate commodity division of CSS or a 
specific CSS Commodity Office. 

The Internal Audit Division of CSS in connection with their audit of sales 
activities makes the following determinations : 

If commodities were sold for restricted use, whether proper certification was 
received from the purchaser and whether proper action was taken when purchaser 
failed to furnish adequate certification. 

If commodities were sold for export, whether proof of export was furnished 
within the prescribed time for export sales, and whether prompt and proper 
action was taken for failure to furnish proof of export in accordance with the 
terms of the sale. 

Internal audits of sales activities which include determinations as described 
above were made at relatively frequent intervals at the Washington and CSS 
commodity office levels. 

In instances where it was considered necessary or advisable, additional deter- 
minations were made from time to time by the Internal Audit Division and the 
Compliance and Investigation Division from the examination of records and 
investigations at the purchaser or processor level, 


Mr. Fountatn. Can you say whether or not it has been effective in 
substantially preventing violations ? 

Mr. Harri. Violations generally ? 

Mr. Fountarn. Violations concerning storage agreements and the 
terms of commodity transactions. 

Mr. Harri. In the last several years we have had a pretty tight 
inspection setup over stored commodities. Later when I get into our 
side of the work, I expect to talk to you a little bit about what we do to 
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cover inventory management activities. In our opinion it is very 
effective. 

We make four audits per year of inventory management activities. 
Usually we make one audit of other activities, but because of the 
amount of money we have invested in commodities, we have found it 
necessary or at least we are making four audits per year, of that 
management activity. 

Mr. Founratn. Do you think the procedures are effective in the 
prevention of violations of restrictions where commodities are sold 
for restricted use? 

Mr. Harri. I will have to check into that. 

Mr. Founrarn. How about failure to export commodities sold at 
reduced prices for export ? 

Mr. Harri. I cannot answer that offhand. Perhaps someone 
from the Operating Division could answer that. 

Mr. Founratn. I wonder if you would make available some of these 
audits for the committee’s examination? We will identify the ones we 
would like. 

Mr. Grant. Yes. 

If the chairman would indicate which ones, we can make them 
available. 

Mr. Fountain. Mrs. Dwyer. 

Mrs. Dwyer. No questions. 

Mr. Fountarn. Mr. Michel. 

Mr. Micuet. No questions. 

Mr. Founratn. Mr. Naughton. 

Mr. Navueuton. Mr. Harrill and Mr. Duggan, you have described 
the procedures that you follow and I think you have indicated that 
you think they are pretty effective. 

What is the procedure if, in the course of carrying out your routine 
audit or investigation activities, you detect a law ‘violation or what 
you think is a serious irregularity 4 

Mr. Harriii. Do you want me to answer that first ? 

Mr. Naveuton. Yes. 

Mr. Harri. Take the warehousing activity as an example. If 
we run into something there we report it to the commodity office. We 
have seven commodity offices operating in the field. That office takes 
action on our report. If it is necessary to take it up with the Gen- 
eral Counsel, the commodity office does it. 

We follow up on the report to see that action has been taken. In 
fact, they usually tell us within 30 days what they have done about 
our finding. We have a pretty tight followup on that type of 
activity. It is very effective. 

Mr. Naveuton. What percentage of the audit exceptions—I guess 
you would call them that—do you suppose are not corrected within a 
reasonable period of time? 

Mr. Harritn. Very few. 

Mr. Naveuton. You have no authority, I take it, to go in and cor- 
rect these things yourself. You can simply recommend ? 

Mr. Harem. That is right ; we recommend. 

Mr. Navcuton. There is a distinct difference in the Department’s 
operating arrangements between the operating personnel who make 
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the decisions and carry on the actual operations and the staff per- 
sonnel who inspect and report ? 

Mr. Harrmi. We give no orders to any operating people. They 
do not give us any orders. We recommend that the action be taken 
and then we follow up on it. 

Mr. Naueuron. Now, your reports are normally made to the com- 
modity offices in the event of irregularities. Assuming that you did 
not feel something had been satisfactorily handled after reporting to 
the commodity office, how high could you then report that matter? 

Mr. Harritzt. When we get a reply indicating that the commodity 
office is not in agreement with the recommendation, we go back to the 
commodity office and try to get agreement on our proposed action or 
recommendation. If we do not get it, then it comes into Washington 
and we take it up with the Deputy Administrator for Operations. It 
is very seldom that we ever have to do that, but we take it up at that 
level and we have never failed to get action on it. 

Mr. Naveurton. In other words, your first line of reporting would 
be to the commodity offices? If you do not get satisfaction there, 
then you take it up with the Deputy Administrator for Operations— 
that is, Mr. McGregor, I believe, is it not? 

Mr. Harriny. Yes. 

Mr. Naventon. You have never yet failed to get satisfaction from 
Mr. McGregor. If you were not satisfied with his action, I assume you 
could goto Mr. Berger? 

Mr. Harri. Yes. 

Mr. Naveuton. Are you permitted to go beyond that ? 

Mr. Harri. Mr. Berger? 

Mr. Navenron. Yes. 

Mr. Harri. I report to Mr. Berger and submit monthly report 
copies to Mr. Morse. He is President of the Commodity Credit Cor- 
poration. If I found it necessary to do so, I assume I could take the 
matter up with Mr. Morse, but I have not found any occasion where 
I could not get satisfaction with Mr. Berger, and I have not anticipated 
any. 

Mr. Naucuron. Let me ask you, since you have never had to go 
beyond Mr. McGregor to get action taken, is there any procedure by 
which Mr. Berger and perhaps the Secretary’s office are made aware 
of the types of irregularities that are occurring ? 

Mr. Harri. Yes. 

Mr. Grant. I might explain, Mr. Naughton, that we have in the 
Department a procedure whereby the heads of each agency report a 
summary of their most significant developments, monthly, to our 
office, where we prepare a brief of the most significant audit findings 
which are circulated to the Secretary’s office, the Assistant Secretaries 
and Under Secretary, and so forth. 

Mr. Naveuron. Have you found that those reports pretty well take 
in the significant items or have you found that sometimes important 
matters are left out of those reports ? 

Mr. Grant. I think they take in the important, significant develop- 
ments. 

Mr. Naveurton. In other words, by examining those reports you 
would then know just about everything that the operating personnel 
had thought was important in the way of irregularities and law 
violations? 
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Mr. Grant. That is.correet. 

Mr. Naveuton. Mr. Duggan, I wonder if the questions I have 
asked of Mr. Harrill with respect to reporting procedures are gen- 
erally applicable to the Compliance and Investigation Division as 
well! 

Mr. Duaean. Yes, sir; I would say they are generally applicable. 

Mr. Naucuton. Now, you also have no authority to take any action 
yourself to correct any law violations or serious irregularities that 
may come up in the course of your investigation ? 

Mr. Duaean. No; we report what we find, of course, through the 
medium of written reports. 

Mr. Naveuton. And to whom do you report ? 

Mr. Dueean. Well, it would depend upon the type of irregularity 
or law violation. It might be to the State ASC chairman, or wherever 
the initial action would lie. It might be to the commodity office. It 
could. be to the Administrator for Production and Adjustment -here 
in Washington. It could be to the Director of Personnel of CSS, 
depending on the type of case, Mr. Naughton, and where the initial 
responsibility for action would lie. 

Mr. Naucuron. I note in the report that we have received that you 
make approximately 1,000 investigations or even more than that 
annually ¢ 

Mr. Duaean. Yes, sir. 

Mr. Navucuron. About how are those broken down from the stand- 
point of subject matter? 

Mr. Dueean. What do you mean by subject matter ? 

Mr. Naveuton. Would a large majority of those perhaps be minor 
cases where a farmer may have sealed a crib of corn and perhaps 
broken the seal and taken out a few bushels to feed his own cattle? 

Mr. Duaecan. Well, if it were a case of that insignificance, it would 
never reach us for investigation. We do have cases involving conver- 
sion of mortgaged CCC stocks, where the producer has secured loans 
and then has had the commodity sealed on his farm, subsequently has 
taken and used it without permission, but they will run into fairly 
sizable amounts or sums, not a few bushels as you suggest, but say a 
few hundred or a few thousand bushels. 

Mr. Naveuton. About what percentage of your investigation re- 
ports would involve sums, let us say, in excess of $5,000 ? 

Mr. Duecan. I would have to give you just a pure guess. Out of 
the thousand or so rendered yearly, and I have no way of checking on 
this without examining each file, | would say about 60 percent. Sixty 
or sixty-five percent would be in excess of $5,000. 

Mr. Naveuton. What would be the largest amounts handled in 
your investigations? 

Mr. Duaean. I guess warehouse shortage cases, or cases involving 
deterioration, or loss by fire. 

Mr. Naveuron. Do some of those involve pretty substantial 
amounts ¢ 

Mr. Ducean. Yes, sir, they do. 

Mr. Naueuton. I think probably the Burrus Mills case is the largest 
you have ever had, is it not? Let me put it this way: Can you think 
of a larger one? 
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Mr. Duacean. Well, some of those conversion cases we had in the 
Southwest years ago ran into millions of dollars. I am not familiar 
enough with Burrus Mills to know what the claim is there. 

Mr. Fountarn. That was a deterioration case. 

Mr. Naventon. I do not think you ever did make a full investiga- 
tion of that, did you? 

Mr. Duceaan. No, sir, not a full investigation. We did make some 
limited or partial investigations. 

Mr. Naventon. I think Mr. § Sarrapede testified last year as to the 
reasons why you had not made a full investigation. 

Mr. Duaaan. I believe he did: yes, sir. 

Mr. Naventon. After you have made an investigation, do you 
usually have some specific recommendations for action in your report ? 

Mr. Duccan. Not in any firm or specific sense; no. We do have 
attached to the report what we call a brief or synopsis of the findings 
which tend to point up the salient irregularities or the salient facts in 
the case, pointing up the irregularity or violation of law, but we do 
not make a specific recommendation with reference to disposition of 
the case. 

Mr. Navouron. Let us say that you had investigated a case and you 
thought upon careful examination of all of the facts that here was a 
case. if vou ever saw one, where a man certainly should be prosecuted. 

Would you, in your report, put at the end of it, “This man should be 
prosecuted ; let’s send this case to justice, posthaste?” 

Mr. Duaean. No, sir. 

Mr. Naveuron. It is not up to you to make a decision as to what 
action is taken on the report ? 

Mr. Dueean. It is not; that is correct. 

Mr. Naveuton. Who has the job of making the decision as to the 
action to be taken ? 

Mr. Duccan. We have a procedure which places the initial respon- 
sibility for action into certain definite channels or categories. It could 
be the commodity office, for example. It could be the State ASC 
office, and it could be the Deputy Administrator for Production Ad- 
justment here in Washington, or others, depending on the type of 
case. 

Mr. Naventon. In other words, the first step, no matter what the 
subject matter was, would be to furnish the information to the operat- 
ing people? 

Mr. Ducaan. That is right; yes, sir. 

Mr. Naventon. And the subject matter, or seriousness involved, 

would determine how high you would get on it? 

In other words, if it was a minor matter involving a matter in a 
State you would probably send it to the State committee ? 

Mr. Ducean. The report would be made available to the State com- 
mittee and to the appropriate commodity division here in Washington. 
They would also get a copy of the report here in the Washington 
division. 

Mr. Navenron. I assume that regulations are laid down regarding 
the distribution of your reports? 

Mr. Ducean. That is right; yes, sir. 

Mr. Naveuton. That is made by someone else and not by you? 

Mr. Duecan. That is the regulation issued under the name of the 
Administrator, Mr. Berger. 
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Mr. Navucuron. Who is the highest official in the Department of 
Agriculture who regularly receives copies of your reports? 

Mr. Dvuccan. The highest official regularly would be Deputy Ad- 
ministrator for Production Adjustment. 

Mr. Naventron. Who would be the highest official you would take 
a report to if it were extremely serious ? 

Mr. Duccan. It would be someone in the Adminstrator’s office. 
Some one of the Deputy Administrators, depending upon who had 
line responsibility for the operation, or directly to Mr. Berger. 

Mr. Naveuton. And the final authority, as me as you are concerned, 
for following up on your reports, is Mr. Berger? 

Mr. DuceAn. Yes, sir. 

Mr. Naueuton. You do not report directly to the Secretary ? 

Mr. Duean. [ report to Mr. Berger. 

Mr. Naventon. And you operate under his instructions? 

Mr. Duaean. Yes, sir. 

Mr. Forster. Mr. Chairman, I would just like to inject a word here. 
If these investigations or internal audit reports disclose misconduct, 
misbehavior, or irregularity on the part of an employee, the regula- 
tions of the Department require the agency to transmit to the Director 
of Personnel a copy of that report with a recommendation for admin- 
istrative action. So they do get into the central office. 

Mr. Naventon. Mr. Forster, about what is the volume of reports 
that reach you in that manner, regarding irregularities? 

Mr. Forster. Our records reveal that since January 1953, the agen- 
cies of the Department have submitted 312 such reports. 

Mr. Naveuton. Have you had any bribery cases of a serious nature? 

Mr. Forster. We have had repor ts of bribery and the regulations of 
the Department require reporting such cases to the FBI for invest iga- 
tion. 

Mr. Navenron. Could you tell us the number of cases involved in 
that ? 

Mr. Forster. I do not have the slightest idea. Tt would be small, 
I would say. 

Mr. Naventon. Ten or twenty ? 

Mr. Forsrer. In the past several years I would say 10, yes. I just 
do not know. 

Mr. Naveuton. Has any criminal action been taken by the Depart- 
ment of Justice with respect to these cases ? 

Mr. Forsrer. I recall no case where there was a conviction. 

(The Department later supplied the following additional informa- 
tion:) 

Our records disclose a case that occurred in 1950, when a supervisory official 
discovered that a subordinate employee assigned on regulatory work had been 
accepting bribes. The employee resigned in lieu of answering charges during 
investigation. He was subsequently indicted for accepting bribes and making 
false statements. He pled guilty to the false statements count and the count of 
accepting bribes was nolle prosequi. 

Mr. Naucutron. When you send them to the Justice Department, 
do you make a recommendation for prosecution ? 

Mr. Forsrer. No. Let me cite an example: Recently we received 
information from a citizen that he had been paying money to an em- 
ployee. We instructed the official in the field who received the in- 
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formation to report. it direct to the field office of the FBI. Now, the 
outcome of that case comes from the FBI. They will furnish the 
Department with copies of the reports and we will eventually hear 
about the disposition, whether the U.S. attorney indicts or whether he 
thinks it is not a good case, or whether there was a conviction. 

Mr. Naveuron. In other words, the FBI then has the responsibility 
for further investigation but they do furnish you with copies of the 
reports they make ? 

Mr. Forster. Yes, sir. 

Mr. Harruw. I want to add a little bit to the statement I made 
about reporting to the Administrator of Commodity Stabilization 
Service. The President of the Commodity Credit Corporation re- 
ceives a copy of a monthly report we send to the Administrator. He 
is Mr. Morse, the Under Secretary. About four or five members of the 
Board also receive a copy of that report. About once a year I go be- 
fore the Board and’ Mr. Duggan does also and we give a verbal report 
to the Board on what we find generally throughout CSS, including 
Commodity Credit Corporation. We talk on that for whatever period 
they want to go into the activities. 

So we do have access to people other than the President or the Ad- 
ministrator of Commodity Stabilization Service. Mr. Morse is Presi- 
dent of the Commodity Credit Corporation also, and he is present at 
these Board meetings. 

Mr. Naueuron. Mr. Pickard, the General Counsel’s office, of course, 
handles matters which involve suspected law violations other than 
bribery of personnel. You do send those over to the Justice Depart- 
ment upon occasion. 

Do you make a recommendation for prosecution or against prosecu- 
tion in connection with cases you send over ? 

Mr. Pickarp. First, let me state, Mr. Naughton, I do not know what 
you mean by “upon oce asion.’ 

Mr. Naveuton. Well, quite often. 

Mr. Pickxarp. We send to the Department of Justice all investiga- 
tions which are submitted to us and which appear to us to involve 
substantial evidence of violation of criminal or civil fraud statutes. 
We do not withhold or screen any of those cases. We send them all 
to the Department of Justice. 

I am sorry, I forgot the rest of your question. I just wanted to 
make that point clear. 

Mr. Naveutron. Do you make a determination as to whether or not 
ee feel a case is worthy of going to the Department of Justice? That 

s, you do not send everything over ? 

’Mr. Prcxarp. We determine whether the facts in that particular 
case warrant referral to the Department of Justice for consideration, 
that is correct. 

We may or may not make a recommendation in the case, depending 
on the facts and circumstances of the case. 

If we receive an administrative recommendation when the case is 
submitted to us, we will forward that administrative recommendation 
to the Department of Justice. In some areas, particularly in some 
rather minor areas involving large numbers of routine violations of 
some of the regulatory statutes, for example, I believe it is customarily 
the practice to forward an administrative recommendation to the De- 
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partment of Justice, simply because of the numbers-involved. The 
Department of Justice obviously cannot prosecute every one of those 
cases and it is an aid to them to know just how a prosecution might 
or might not affect the particular program involved. 

Briefly, we summarize the facts in the investigation report, or other 
evidence we have. We refer to the particular statutes involved, ex- 
plain the program involved ; we discuss any novel legal issues involved 
and then submit the matter to the Department of Justice in all aspects 
for consideration as to whether either criminal or civil action is 
deemed appropriate by that Department. 

Mr. Naucuon. Let me see if I have a correct understanding of the 
situation: Practically every case, with the possible exception of 
bribery cases, involving any evidence at all of criminal violations 
or civil claims, is referred to General Counsel’s Office. You look these 
cases over and there’ may be some of them ‘that: appear. appropriate 
to settle by administrative action or perhaps not worthy in your 
opinion of any further action. 

The remainder of the cases may vary. The evidence might be 
very strong in some, and there might be a question on others, but 
you do send all of those which you deem worthy of further considera- 
tion over to the Justice Department. 

Let’s say a study of the evidence convinced you in a case that pros- 
ecution was absolutely warranted. Would you make it clear to Jus- 
tice that you felt that way about it ? 

Mr. Pickarp. We might in a particular case. I think as a general 
rule the very recitation of the facts involved would lead to that 
conclusion. 

Now, sometimes where a case is of particular importance to pro- 
gram operations from the standpoint of getting adequate enforcement 
of the program regulations, and so forth, we do make a particular 
recommendation. That is generally on the basis of an administrative 
regulation upon which we proceed. The administrative people may 
state that the prosecution of this case is very important to their pro- 
gram operations. We would forward that recommendation to the 
Department of Justice. 

Now, if it is merely an isolated criminal act having no particular 
impact one way or another on the program operation, we would leave 
the decision as to whether or not the case should be prosecuted with 
the Department of Justice. 

The facts themselves may call for prosecution, but that is a decision 
which the Department of Justice makes and not our office. 

Mr. Navewron. I assume since you do draw up pleadings in some 
cases that you would not draw up those unless you felt they should be 
utilized ? 

Mr. Pickarp. Pleadings in civil cases. We do not prepare indict- 
ments or other papers in criminal cases. 

In civil cases where we feel that a suit may be necessary, we quite 
often would prepare a complaint in the first instance, in fowarding 
the case to Justice. 

Now, with respect to civil cases only, if those cases are settled within 
Commodity Credit Corporation, they are not referred to the Office of 
the General Counsel unless there are particular legal issues involved 
requiring the advice of the Office of General Counsel. The Commod- 
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ity Credit Corporation has authority to settle and adjust its own civil 
claims and, if that can be done within the Corporation, with the 
advice of our Office on any legal problems involved, then that matter 
is not referred to the Department of Justice. 

Mr. Navewtow. Along that line, what if the action taken by the 
Department of Justice on a matter referred to it by the Department 
of Agriculture does not agree with what the General Counsel’s Office, 
as a result of its own study of the issues, feels is the appropriate ac- 
tion? What do youdothen? 

Mr. Pickarp. We are always free to discuss with the attorneys in 
the Department of Justice the action which they propose to take inso- 
far as we are informed in advance of that action. Upon occasion, if 
the Department of Justice proposes to take certain ane and informs 
us in advance of that action, and we are in disagreement with that, 
we will express our views on the matter to the Department of Justice. 

Certainly the De ; Sang ent. of Justice takes those views into consider- 
ation. Now, whether that would change their decision or not is a 
matter for them to decide. We do have very good working relations 
with the Department of Justice, and I believe that the Department of 
Justice is glad to have any views that we m: ay express, insofar as they 
may request our views or may inform us in advance of the actions 
they propose to take. 

Mr. Naveuron. If, after you have completed your case with the 
Department of Justice, there is a difference of opinion and you are 
unable to convince them that your position is right and Justice main- 
tains its own position is right, are you then guided by the position of 
the Department of Justice or do you feel free to continue to assert an 
independent legal position on the part of the Department of Agri- 
culture ? 

Mr. Pickarp. The Department of Justice by statute and Executive 
order has final jurisdiction and the function of decision with respect 
to all matters referred to it for legal action or for defense of legal 
action brought against the Government. Therefore, the decision by 
the Department of Justice with respect to what action should or 
should not be taken in a particular case is the final decision insofar as 
the Government is concerned. 

Mr. Founrarn. In connection with that, may I ask this question: 
You referred a moment ago to the fact that certain violations have an 
impact upon program operations and you are very much concerned 
about those. 

With that in mind, do you follow through with the Department of 
Justice after a reasonable period of time has elapsed and determine 
what action has been taken or is contemplated by the Department? 

Mr. Pickarp. Yes; we do, Mr. Chairman, if the Department of 
Justice has not informed us of the action they are taking or contem- 
plated taking. 

The Department of Justice generally keeps us advised of the prog- 
ress and significant developments in cases. However, if we have not 
heard from the Department of Justice for what we consider a reason- 
able period of time for some action to be taken, we do make inquiry 
and followup on those cases. 

Mr. Naueutron. Mr. Pickard, I believe the Commodity Credit Cor- 
poration charter includes language to the effect that the Corporation 
has authority to sue and be sued. 
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Now, in view of the testimony you have just given with respect to 
Justice having the final decision, is it then the position of the Depart- 
ment that they will not exercise that authority independently ? 

Mr, Founratn. I believe he referred to criminal violations. 

Mr. Naveuron. I think it included civil, also. 

Mr. Pickarp. By Executive order, the Department of Justice and 
the attorneys in the Department of Justice, including the U.S. attor- 
neys, are the legal counsel who represent Commodity Credit Corpo- 

‘ation in court. 

Mr. Founrary. That is the policy? 

Mr. Pickarp. That is policy, statute, and Executive order. 

Mr. Navenron. Has that been in effect for some time? 

Mr. Pickarp. As far as Commodity Credit Corporation is con- 
cerned, that has been in effect, for some time. 

The first Executive order on the subject goes back to the early 1930’s 
under one of the early reorganization plans which were submitted to 
Congress. Since then the statutes have been made more specific and 
I believe 1948 was the last. amendment to the statutes on that subject. 

Mr. Naucuton. Does the General Counsel’s office exercise super- 
vision over the Commodity Credit Corporation in the exercise of its 
charter authority to settle claims by and against. the Cor poration 

Mr. Pickarp. The General Counsel's office has no supervisory au- 
thority over the Commodity Stabilization Service or Commodity 
Credit Corporation. 

Mr. Navueuton. The Secretary, though, does have authority over 
the Commodity Credit Corporation by statute, does he not? 

Mr. Picxarp. That. is correct. The Secretary, by statute, is Chair- 
man of the Board, and the sole stockholder. 

Mr. Naveuton. The Corporation operates by law under his general 
supervision and direction. 

Mr. Pickarp. That is true. 

Mr. Naucuton. Does the Secretary set up standards with respect 
to settling claims by and against the Corporation or does he more or 
less leave that to the executive vice-president to determine? 

Mr. Picxarp. The standards are prescribed in a Board document 
approved by the Board of Directors of the Commodity Credit Cor- 
poration and by the Secretary or Acting Secretary of Agriculture at 
the time. 

Mr. Fountarn. I think one of the best ways of evaluating the ef- 
fectiveness of the program is by taking a look at what it has accom- 
plished. In addition, since history sometimes has a tendency to re- 
peat itself, one of the best ways of determining whether or not 
present precautions are adequate and what further precautions 
should be taken to prevent improper conduct, is to ascertain what 
kind of improper conduct has taken place and where it has occurred 
in the past. 

Consequently, before we recess, the committee would like to know 
what the Department and the Commodity Credit Corporation have 
found in the way of law violations and serious irregularities during 
the past few years. 

To be specific, we would like to have as complete a list as possible 
of every law violation or suspected law violation and serious irregu- 
larity which you consider to be of major importance that has occurred 
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since July 1, 1953. Where the law violations or irregularities of a 
particular type are too numerous to be generally listed, if such be the 
case, it would be sufficient if you will simply identify the type of law 
violation or irregularity and give us an estimate of the extent of the 
occurrence. 

I realize it would be difficult to answer a question of this kind from 
memory. We would like to have you give us the best summary you 
can at this time, if you can doso. 

Tomorrow, as I indicated earlier, we will furnish you with a copy 
of the transcript and then during the rest of the week we would like 
for you to supplement your answers to this question as a means of not 
leaving out anything which might be important. 

Insofar as possible, we would like to have this information for our 
record. There may be some pending matters which the Department 
justifiably feels should not be made public at this time. Any such 
matters can be submitted to the committee in a separate list from the 
information which is provided for the record. 

Mr. Grant. Mr. Chairman, I do not have any figures or number of 
cases in mind at the moment. 

Mr. Fountain. I doubted that you would have. 

Mr. Grant. We can have a list of audits and investigations pre- 
pared for submission to the committee. This is a pretty big order and 
it will take a little time. 

Mr. Fountatn. I realize that. 

Mr. Grant. We will try to comply with the committee’s request as 
best we can. 

I do not know whether Mr. Pickard or the others here have any 
comments. 

Mr. Founratn. That is why I suggested you list those you consid- 
ered of major importance. 

Mr. Pickarp. [ question very much whether it would be physically 
possible to compile a complete list this week. 

Mr. Fountatn. As soon as you can get it for us, we would appre- 
ciate it. 

Mr. Pickarp. We will endeavor to do it as soon as it can be 
accomplished. 

(The material furnished appears as exhibits A-1 through D-5 on 
pp. 261-297 of the appendix.) 

Mr. Founrarn. Are there any other questions? 

Mr. Naughton has some comments he wants to make. 

Mr. Navucuton. With reference to how effective the Department 
considers its audit program, I think we might read into the record a 
couple of recent performance awards that were given to Mr. Harrill. 

Mr. Harrill received a citation on November 19, 1957, and I quote: 

For vision, initiative, and leadership in developing and executing the first 
internal audit program established within the Department of Agriculture, which 
has achieved highly beneficial results and earned widespread esteem. 

On May 21, Mr. Harrill received an award for promoting integrity 
in Government through his vision, initiative, and leadership in de- 
veloping and executing the first internal audit program established 
within the Department which has achieved highly beneficial results. 

Mr. Chairman, I do not think you knew this, but Mr. Harrill is 
from North Carolina. 
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Mr. Founrarn. Where in North Carolina? 

Mr. Naveuron. Bostic, N.C. 

Mr. Harriwi. Rutherford County. 

Mr. Navueuron. By reading this citation into the record, we do 
not mean to imply that our other witnesses have not received such 
awards; we just do not happen to know about any others at the 
moment. 

Mr. Harri. Will you please explain that I did not give you 
that 

Mr. Naueuton. For the record, I would like to say that Mr. Harrill 
did not provide this information. We get just about every press 
release issued by the Department of Agriculture, and try to look them 
over and sometimes we note interesting information like this. 

Mr. Founrarn. Well, personally, 1 am one of those who feel that 
98 or 99 percent of our Government employees are doing a very con- 
scientious job, but sometimes because of policies over w hich they have 
no supervision and because of legislative enactments with which they 
had nothing to do, many of which are very vague and which necessi- 
tate the application of much discretion, it is still necessary to check 
into Government operations. 

I would like to close our hearing this morning by saying that be- 
cause of your positions I am sure ‘that all of you gentlemen have a 
aitibeilek interest in preventing irregularities and. promoting econ- 
omy and efficiency in the operations of the Department of Agriculture. 

This subcommittee, I assure you, has the very same objective. In 
view of the tremendous size and complexity of the Department’s oper- 
ations, I am sure there is plenty of work for all of us to do. 

I want to assure you that our intention is not to harass or embarrass 
the Department, but to work constructively in trying to help the tax- 
payers get better value for their dollars. 

We have made, in the past, and we will make in the future, many 
requests for information. I am sure that you gentlemen and those 
with whom you work can understand our feeling that we must be fully 
informed if we are to properly carry out our responsibility for exam- 
ing the multi-billion-dollar operations of the Department of Agri- 
culture. 

It is going to be necessary during the next few weeks to hold hear- 
ings 9n a number of phases of your operations and I hope we can hold 
the number of hearings to the minimum that is necessary. Hearings 
are the best way we know of to get information promptly and fully, 
but they are also a very time-consuming procedure for both the De- 
partment and the members of the committee, as you know from exper- 
lence, and so do we. 

In order to assist us in kee ying the number of hearings to the mini- 
mum, therefore—I want to offic ially request that the Department make 
a special effort to cooperate with the subcommittee staff in furnishing 
information needed by the subcommittee as promptly as possible. 

We realize that sometimes it takes time, considerable time, unfor- 
tunately, to prepare the information that has to be compiled. How- 
ever, there have often been times when it has taken a considerable 
amount of time to get clearance for the subcommittee to examine 
material which is already prepared and which might well eliminate 
otherwise unnecessary hearings. 
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If you will make a real effort to cut down on the redtape involved 
in such requests, I am sure it will result in a considerable saving of 
time and trouble for all of us and a consequent saving of money for 
the taxpayers. 

I realize you gentlemen here this morning may not be in a posi- 
tion to cut some of this redtape, since you do not establish it in the 
first place. However, I would like for you to convey this request to 
the people who do have the authority where you do not have the au- 
thority yourselves. 

Mr. Grant. We will dothat, Mr. Chairman. 

I appreciate your comments. It is the objective of the Department 
to cooperate fully with the committee and our personal objective is 
the same as yours, to do the very best job we can and we will do 
whatever we can to expedite the work of your committee. 

Mr. Fountarn. Are there any other questions? 

I wonder if we might make a request, at this time, to Mr. Berger, 
through Mr. Duggan, that the Department make available for the 
subcommittee’s examination, some 11, I believe it is, C. & I. reports 
regarding investigation of compliance in the case of rice which has 
been sold for grinding into feed. 

We will have a transcript of this record which you can examine as 
an aid to you in furnishing supplementary information. 

I would like to add also, that after you have examined the transcript, 
if you care to submit further information, or more detailed answers 
to any of the questions which we have asked, please feel free to do so. 

I realize that quite often you cannot answer offhand all of the ques- 
tions which are posed. 

We appreciate very much your coming. The subcommittee stands 
recessed until further call of the chairman. 

(Whereupon, at 12:10 p.m., the subcommittee recessed at the call 
of the chairman.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


WEDNESDAY, JULY 2, 1958 


Hovse or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met at 10:10 a.m., L. H. Fountain (chairman of 
the subcommittee) presiding. 

Present: Representatives Fountain, Dwyer, Michel, and May. 

Also present : James R. Naughton, subcommittee counsel. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that a quorum is present. 

Several other members of the subcommittee are temporarily de- 
tained but we expect them to join us a little later. 

By delegation of the Committee on Government Operations, the 
Intergovernmental Relations Subcommittee has, along with other 
duties, the responsibility for examining the operations of the Depart- 
ment of Agriculture and the Commodity Credit Corporation at all 
levels with respect to economy and efficiency. In carrying out this 
assignment, the subcommittee is presently engaged in an extensive 
investigation of the activities of the Department of Agriculture, with 
particular attention being given to the operations of the Commodity 
Credit Corporation. 

The subcommittee’s preliminary investigation indicates the exist- 
ence of a situation in which firms buying surplus agricultural com- 
modities from the CCC, at reduced prices for export, or obtaining 
subsidies on such commodities, may then be obtaining dollar payments 
from the International Cooperation Administration on the same com- 
modities. In return for its dollar payments, the ICA has access to 
foreign currency provided by the foreign government or importer re- 
ceiving the exported agricultural commodities. Local currencies gen- 
erated in this manner are used for the mutual security program. Our 
purpose today is to obtain information for our veduaiie concerning the 
extent and the nature of ICA financing of agricultural commodities 
sold or subsidized by CCC. We want to determine whether unjusti- 
fied windfall profits have been made by exporters through dealings 
with two Government agencies on the same commodities, and if so, 
whether such payments can be recovered. 

Our witnesses today are from the International Cooperation 
Administration. We usually prefer to call witnesses from those 
departments and agencies specifically under the jurisdiction of this 
committee for purposes of economy and efficiency. However, several 
Government agencies have very important responsibilities in connec- 


61 











62 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


tion with various Government programs for disposition of surplus 
agricultural commodities. It is, therefore, often very difficult to de- 
termine just where the responsibility of one committee ends and that 
of another begins. Consequently, I discussed this matter with Chair- 
man Dawson of the full Committee on Gover nment Oper ations, and 
with Representative Porter Hardy, who is chairman of the Govern- 
ment Operations Subcommittee having specific jurisdiction over the 
ICA. Asa result of our discussions it was decided that this subeom- 
mittee would endeavor to fully develop the facts concer ning exporta- 
tion of surplus agricultural commodities, taking testimony trom such 
witnesses as are necessary to accomplish this purpose. 

Any matters which might more appropriately be considered by 
another subcommittee can then be called to the attention of that 
subcommittee. 

{ might mention in this connection that under the rules of the Com- 
mittee on Government Operations, the chairman of the full committee 
has authority to establish subcommittees and to assign to them such 
functions as he may deem advisable. 

The subcommittee first took up the matters we are discussing today 
with the International Cooperation Administration several weeks ago, 
and the subcommittee staff has conferred with the ICA staff concern- 
ing the situation on a number of occasions. In inviting ICA wit- 
nesses to testify today, I suggested that it would be helpful if a num- 
ber of general questions which I have asked in my letter of June 27, 
addressed to Mr. James H. Smith, Jr., Director of International Co- 
operation Administration, about the background and the nature of 
these transactions be covered in a prepared ; statement, which I under- 
stand you gentlemen have here this morning. 

At the conclusion of any prepared sté itement which you have, I 
believe I am going to ask each witness to give us for the record his 
position and the nature of his duties and responsibilities i in the admin- 
istration of section 402 of the Mutual Security Act, unless you do so 
otherwise in your prepared statement. 

At this point, if there is no objection, I would like to have inserted 
in the record my letter of June 27, to which I just made reference. 

(The letter is as follows :) 


JAMES H. SMITH, Jr., 
Director, International Cooperation Administration, 
Washington, D.C. 


Dear Mr. SmitH: As you may know, the Intergovernmental Relations Sub- 
committee is looking into activities involving sale of agricultural commodities 
by the Commodity Credit Corporation for export and the subsequent resale of 
such commodities under ICA financing. This is to advise you that the subcom- 
mittee will hold a hearing on this matter at 10 a.m. on Wednesday, July 2, in the 
hearing room of the George Washington Inn, New Jersey Avenue and C Street SE. 
It is my understanding that the subcommittee counsel informally advised the 
ICA of the hearing date several days ago. 

The subcommittee particularly desires to obtain information 
concerning the following points: 

1. A brief description of activities engaged in by the ICA and its predecessor 
agencies involving the acquisition, processing, transportation, disposition, and/or 
financing of agricultural commodities, together with a citation of the legal au- 
thority for such activities and a summary of the approximate value, quantity, 
and types of commodities involved. 

2. A description of procedures utilized by the Foreign Operations Administra- 
tion and the ICA to prevent and detect law violations, serious irregularities and 
lack of economy and efficiency relating to agricultural commodity 
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activities. 
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3. A description of policies followed by ICA with respect to utilization of pri- 
vate trade channels in activities involving agricultural commodities which are 
held in inventory or subsidized for export by the Commodity Credit Corpora- 
tion. The subcommittee is particularly interested in ascertaining the position of 
the ICA concerning the extent, if any, to which such policies are based upon man- 
datory legal requirements (citing applicable legislation and furnishing copies of 
all pertinent ICA legal opinions or interpretations). If the ICA feels that such 
mandatory legal requirements, if any, have resulted in a lack of economy and 
efficiency or are otherwise undesirable, this should be indicated, together with the 
reasons for the ICA position. 

4. A description of the procedures, if any, utilized by the ICA and other Govy- 
ernment agencies to prevent and detect law violations and serious irregularities 
and to promote maximum economy and efficiency in ICA-financed sales of agri- 
cultural commodities under section 550 of the Mutual Security Act of 1953 and 
section 402 of the Mutual Security Act of 1954. The subcommittee particularly 
desires : 

(a) A detailed description of ICA’s price analysis policy and procedures 
with respect to agricultural commodities. 

(b) An estimate of the effectiveness of ICA price analysis procedures in 
the past and a statement as to whether any changes in such procedures are 
being made or are planned. 

(c) A detailed description of the authority, if any, under which ICA can 
recover payments made in cases where pricing regulations have not been 
followed or where other violations of law or regulations have occurred and 
the procedures followed by ICA, if any, to make such recoveries. 

It would be appreciated if you will arrange for Mr. Marvin Bacon, Chief, Pro- 
curement Analysis Branch, Mr. Alva H. Blagg, agricultural specialist, Procure- 
ment Analysis Branch, and such other personnel of the ICA as are appropriate 
to testify concerning the above matters, to be present at the subcommittee hearing 
on Wednesday. I believe it would be particularly helpful if a prepared statement 
can be presented covering the above points to furnish background information for 
questions by the subcommittee. If there are any questions concerning the in- 
formation desired, please feel free to have your office contact the subcommittee 
counsel James Naughton. 

Sincerely, 

L. H. FounrvAIN, 
Chairman, Intergovernmental Relations Subcommittee. 


Mr. Founratn. I believe Mr. Roger Stewart, the Acting Associate 
Director of the Office of Food and Agriculture of the International 
Cooperation Administration is our first witness. Mr, Stewart, we 
would be very happy to hear from you at this time. 

Mr. Srewarr. Yes, sir, 


STATEMENT OF ROGER STEWART, ACTING ASSOCIATE DIRECTOR, 
OFFICE OF FOOD AND AGRICULTURE, INTERNATIONAL COOPERA- 
TION ADMINISTRATION; ACCOMPANIED BY LESLIE GRANT, 
OFFICE OF THE GENERAL COUNSEL 


Mr. Stewart. For the record, my name is Roger Stewart. I am 
Acting Associate Director of the Office of Food and Agriculture of the 
International Cooperation Administration. 

I do have a statement prepared in response to the first question of 
your letter. This question, you will recall, requested a brief descrip- 
tion of the activities engaged in by ICA and its predecessor agencies 
involving the handling of agric ultural commodities, together with a 
citation of the legal authority for such activities, and a statement of 
the approximate value, quantity, and types of commodities involved. 

Asa part of this, we were informed that you would like a description 
of the procurement authorization and financing procedures as they 
apply to our relationships with the private trade. 
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My statement is divided into two parts, the first part dealing with 
the agricultural commodities financed under the programs of ICA, 
and its predecessor agencies. 

The second part deals with procedures which we follow. 

Mr. Micuer. Mr. Chairman, may we have a brief résumé of Mr. 
Stewart’s background and qualifications? | 

Mr. Fountain. I was going to ask that at the conclusion of his 
statement, but I think it would be appropriate to have it now. 

Would you give us that information, please ? 

Mr. Stewart. I would be glad to. 

I am, as I said—Acting Associate Director for the Office of Food 
and Agriculture. My permanent position and title is Chief of the 
Public Law 480 Liaison Branch. This is a relatively new Branch in 
our agency. Prior thereto, while still with the ICA, I was the Chief 
of the Cereals Branch. Prior to that time I spent a year and a half 
with the International Emergency Food Committee; and prior to that 
time I was with the U.S. Department of Agriculture. 

Mr. Fountain. How long have you been in Government service ? 

Mr. Srewart. I have been in Government service approximately 23 
years, and an additional year and a half with the International Emer- 
gency Food Committee. 

Mr. Fountain. How long were you with the Department of Agri- 
culture ? 

Mr. Srewarr. I was with the Department of Agriculture from 
1934 until 1946. I originally was a county agricultural agent in 
Kansas. I was with the Bureau of Agricultural Economics in the 
Department of Agriculture for a time, and later was employed by 
the Office of Requirements and Allocations of the War Food 
Administration. 

Mr. Fountain. How long have you been with the ICA? 

Mr. Srewart. Almost since its inception. The ICA commenced in 
April 1948 and I joined the agency in June 1948. 

Mr. Founrartn. Thank you very much. Go right ahead, Mr. 
Stewart. 

Mr. Stewart. Yes, sir. 

From April 1948 through June 30, 1958, about $7.8 billion worth 
of agricultural commodities have been authorized for export from 
the United States under programs administered by ICA and its 
predecessor. agencies. (Including preliminary data for fiscal year 
1958.) Of this amount, $6.9 billion worth of commodities were 
financed with funds appropriated for the Mutual Security Act and 
the earlier Economic Ccsnanetion Act, and $888 million under other 
special programs administered by the agency. The attached table 
summarizes the statistical data on procurement of agricultural com- 
modities authorized from the United States by program and major 
commodities. 
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(The table referred to follows :) 


Procurement of food and agricultural commodities from the United States 
authorized by ICA and predecessor agencies, April 1948—June 30, 1958 


{In millions of dollars] 



















































































Bread | Coarse} Raw Fats To- Dairy 
Program Total | grains | grains | cotton! and | bacco | prod- | Other! 
oils ucts 
} | | | 
A. Programs of ICA and ee | 
agencies 3... ....... en ee (6, 939. 8 |1, 895.7 615.9 |2, 553.1 536. 2 506. 2 178. 9 653. 8 
1. Fiscal years 1954-58 
Sec. 4023 . _..}1, 284.4 405.0 87.4 487.8 97.4 3.7 67.0 136.1 
bec. 550 ataeiecKe 236. 0 72.5 14.5 51.8 33. 8 O89 -4.x~-22. 25. 2 
Other MSP__________- 367.7 28. 6 13.5 126. 1 FtsOVcctsece 2.0 120.0 
2. April 1948, cy al year 1953: 
MSA/EC [ 5,051.7 |1, 389.6 500. 5 |1, 887.4 327.5 | 464.3 109. 9 372.5 
B. Special programs 4 rnesunpcctigh” Waa |) ee 88.4 64.9 54.9 3.5 56.4 116.9 
1. Fiscal years 1955-58: Pub- | 
lic Law 480, title 11 248__.| 472.1 | 209.7 | 7.3 13.4 OT. o06 56.4 113.4 
2. Fiscal year 1954: 
Public Law 77 §& _...- 67.0 BG bh a. catccksnddccasladsoadaa spueectaierduashiaheasee 
Public Law 216 §_.__.. 9.4 | BE Eecowisindlinccoskndimawcntcdatsngstdhedensaaaaes 
3. Fiscal years 1950-52: 
Public Law 48____.__- 194. 5 170.4 RD Ot ne ee 
GARIOA- Ka 14. 6 46.1 17.0 51.5 23.0 BB Nheclccwe 3.5 
Grand total_.._..__- 7, 827.4 2, 398.3 | 704.3 |2,618.0 | 591.1 | 509.7] 235.3 770.7 











1 Includes approximately $162.0 million of fertilizer. 

2 Most of the procurement of agricultural commodities authorized since the end of the ECA program has 
been through issuance of procurement authorizations providing for financing of purchases through U.S. 
private trade channels. Earlier, a portion of procurement was authorized through issuance of purchase 
requisitions to U.S. Government agencies, mainly the Department of Agriculture. 

3 Includes preliminary data through June 30, 1958. 

4 Only commodities held in CCC stocks were available for transfer to foreign countries under Public Law 
480, title II; Public Law 77 (wheat only), and Public Law 216. Transfer authorizations were issued for 
programs undertaken under these acts. Procurement under Public Law 48 and the GARIOA program 
was not limited to commodities held by CCC and financing was authorized by issuance of procurement 
authorizations. 

’ At CCC cost. 


Food and feed grains, including wheat, wheat flour, corn, barley 
and other feedstuffs, valued at $3, 108 million, comprise about 40 per- 
cent of these programs; raw cotton, totaling $2,618 million, com- 
oa 33 percent; and the remaining 27 percent includes $591 mil- 
ion, fats and oils; $510 million, tobacco: $235 million, dairy pro- 
ducts; and $760 million, other commodities, including some ocean 
transportation costs. 

Now, since ICA financing of agricultural commodities has been 
accomplished under several ‘types of programs, there follows a brief 
description of each. 


SALES OF U.S. SURPLUS AGRICULTURAL COMMODITIES FOR FOREIGN 
CURRENCIES 

1. Section 402 

Beginning in fiscal year 1955 and continuing through fiscal year 
1958, “section 402 of the Market Stabilization Act has required that 
not less than specified amounts of funds appropriated for the mutual 
security program be used to finance the export and sale of U.S. sur- 
plus agricultural commodities for foreign currencies. In setting the 
minimum requirements, the Congress has urged that efforts be made 
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to exceed these targets. The following table indicates the minimum 





0 
amounts required each year since the inception of the program and ‘ 
the total sales which were authorized during these periods. t 

J e 
Section 402 program r 
[In millions of dollars] t 
ite 1. Ser ve act | \ 
Minimum Sales authorized 
| sales | aati sania —— 
| require | 6 
| ment Total | Direct Indirect : 
aah Mia thin ita Lip Seiacihsctchiecdladip black Di eaten ene eepahnibaiatccians I 
Fiscal year: ( 
Se ee ee ee ee 350 | 443. 5 391.6 51.9 
RR OE ee ee ae es Re eee cians 300 349. 6 | 302. 0 47.6 
NE Boscia ce ka de cake bab eit webdeatbacds Guan 250 | 285.8 | 234. 8 51.0 ( 
as css rvcdgcade sete o bh scscabsh aatiaedenees 175 1 205. 5 | 154.3 51.2 
SaUI init aiveenitel etiinaes) Laccaatem tain omenkiiaen ae | 14,2844 1,082.7 201.7 
| ee ee ee eee Ne | A | 


1 Preliminary. 


Mr. Srewarr. You will note that in each of the years we have been 
able to exceed the minimums by asmall margin. 

Indirect. sales, sometimes called triangular sales, arranged under 
section 402, have been helpful in exceeding the minimum targets; 
indeed, in the last few years it would not have been possible to attain 
even the minimum sales requirement through sales of surplus com- 
modities directly to aid-receiving countries. 

Triangular transactions involve the sale of U.S. surplus farm prod- 
ucts for local currency to countries, mainly in Western Europe, which 
do not receive nonmilitary assistance under the mutual security 
program. ‘The local currency proceeds are deposited to U.S. account, 
often in advance of actual shipment of the surplus commodities and 
are used to finance procurement of industrial goods needed for the 
mutual security program in third countries. Dollar funds used to 
finance the surplus sales are drawn from amounts programed for these 
third countries. Standards conforming as closely as possible to those 
governing purchases of goods with U.S. dollars have hei established 
for programing the use of the local eurre ney sales proceeds. 


2. Nection 550 


This also involves sales for local currency. 

In fiscal year 1954, a somewhat similar provision, section 550 of 
the Mutual Security Act of 1951, as amended, provided that. not less 
than $100 million nor more than $250 million of funds appropriated 
be used to finance sales of U.S. surplus agricultural commodities for 
foreign currencies. Sales totaling $236 million were arranged under 
this provision. ‘The most important difference between section 402 
and section 550 was that the latter required that commodities sold 
to foreign countries must not displace or substitute for usual mar- 
ketings from the United States or friendly countries. 

Dollar funds with which to carry out the provisions of section 402 
and the earlier section 550 are not separately appropriated; funds 
otherwise appropriated for the mutual security program are used 
for this purpose. The local currency proceeds of these sales must 
be deposited to U.S. account and used to carry out the objectives 
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of the program for which dollars are appropriated. Commodities 
are considered eligible for sale in accordance with the recommenda- 
tions of the Secretary of Agriculture and are sold generally at U.S. 
export market prices. Private trade channels are used to the maxi- 
mum extent practicable. Shipments of all purchases are subject to 
the statutory requirement that 50 percent be shipped in American 
vessels. 

Mr. Fountain. Right at this point, Mr. Stewart, I would like to 
ask a question. Does the mutual security bill, which the House is 
now considering, include funds with which to carry out the provisions 
of section 402? 

Mr. Srewarr. Your question relates to whether the bill now being 
considered provides the funds to carry out section 402 ? 

Mr. Founrain. Yes. Or is that provided in some other way? 

Mr. Srewarr. Mr. Grant will correct me if I am wrong, I will an- 
swer the question in this way: The bill provides for handling section 
402 in the same manner that it has been handled in the past; that 
is, funds appropriated for the purposes of mutual security will be 
used for the purpose of section 402. 

Mr. Founvrarn. In other words, the provisions of section 402 will 
be carried out from such funds as are appropriated by Congress this 
year for mutual security. 

Mr. Stewart. That. is correct. 

Mr. Founrain. Thank you. 

Mr. Srewarr. Item B, the next subheading, relates to our financing 
of agricultural commodities other than the sales for local currencies. 

First, the most recent period, fiscal years 1954 to 1956. This was 
during the time that sec tions 402 and 550 were operative. 

Practically all of the agricultural commodities which ICA now 
finances are procured in the United States and are authorized under 
section 402. This is necessary in order to meet the minimum require- 
ments for the use of mutual security funds under section 402 which 
have been explained earlier. In addition, section 510 of the Mutual 
Security Act of 1954, as amended, prov ides that, insofar as practica- 
ble, procurement of any surplus agricultural commodity shall be 
authorized only from U.S. sources “except to the extent that such 
commodities are not available in sufficient quantities to meet the 
requirement of the aid-receiving countries. 

There are a few instances, however, in which financing of agricul- 
tural commodities is not carried out under section 402. For example, 
directors of U.S. operations missions are authorized to procure, or 
to finance the procurement of, small amounts of agricultural com- 
modities, such as fertilizer or seeds, which may be needed in the 
accomplishment of specific projects. Such procurement is limited to 
$1,500 annually per country. Another example is commodities which 
are either not eligible or until recently have not been eligible for 
section 402 sales—that is, not surplus within the meaning of section 
402—such as soybeans, which may also be financed. Soybeans are 
now included as an eligible commodity under section 402, but for a 
time they were not. During fiscal years 1955-57 

Mr. Micuet. May I ask a question there? W hat qualifies soy- 
beans ? 
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Mr. Stewart. We follow the advice of the Secretary of Agriculture 
as regards this matter, and for a time he did not consider soybeans 
to be a surplus agricultural commodity. During this same period, 
oil from soybeans was considered to be a surplus commodity. I am 
unable to go into the specific reasons. 

Mr. Micuex. So now beans are considered to be surplus ? 

Mr. Stewart. Under section 402, yes. 

Mr. Naveuton. The determination that a particular commodity 
is surplus, and therefore eligible for section 402, is made by the De- 
partment of Agriculture, and the ICA does not have any control 
over that decision; am I correct ? 

Mr. Stewart. That is correct. 

I might say in passing for clarification that the commodities de- 
clared to be surplus for the purposes of section 402 might or might 
not be identical with the poling tee which are surplus under Public 
Law 480. 

It is estimated that about $120 million of such procurement was 
financed. Data for fiscal year 1958 are not yet available. 

As pointed out previously, section 550 required that commodities 
sold to foreign countries must not displace or substitute for usual 
marketings from the United States or friendly countries. Conse- 

uently, in addition to sales for foreign currency which could meet 
the section 550 criteria, procurement of $248 million worth of U.S. 
agricultural commodities was also financed under the usual procedures 
of the agency to meet the requirements of some of the aid-receiving 
countries. 

Authority to finance commodities is included in the general author- 
ity under each title of the Mutual Security Act. For example, sec- 
tion 131(a) of chapter 3—Defense Support of the Mutual Security 
Act of 1954, as amended, provides that— 

In furnishing such assistance, the President may provide for the procurement 
and transfer from any source of any commodity or service (including process- 
ing, storing, transporting, marine insurance, and repairing) or any technical 
information and assistance. 

Now, as to the period which preceded section 402 and section 550, 
the period April 1948 to June 30, 1953. 

Procurement of $5,052 million worth of agricultural commodities 
was financed during this period under the provisions of the EC Act 
of 1948, as amended. Section 111(a) of that act authorized procure- 
ment of commodities from any source. Section 112 of the act set forth 
special provisions relating to procurement of agricultural com- 
modities. 

Now, as to our special programs for which the agency has been 
responsible. 

The first of these, title IT, Public Law 480, the 88d Congress: This 
authorizes the use of up to $800 million of commodities held in stock 
by the Commodity Credit Corporation to help friendly foreign 
people to meet famine or other urgent or extraordinary relief require- 
ments. Payment of ocean freight costs on these commodities may be 
financed from this authorization, as well as on donations of surplus 
foods for use abroad under title III of the act. This program began 
in fiscal year 1955 and ended June 30, 1958. The Congress is now 
considering extending this authority for at least 1 year; additional 
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fund authority has not been requested. Cumulative transfers of about 
$400 million worth of commodities, valued at CCC prices (includin 
preliminary data for fiscal year 1958) have been authorized from CC 
focke in addition to payment of about $72 million of ocean freight 
charges. 

Second, Public Law 216, 83d Congress: The forerunner of title IT of 
Public Law 480, this legislation authorized the use of up to $100 mil- 
lion of agricultural commodities held by the Commodity Credit Cor- 
poration to assist friendly people in meeting famine or other urgent 
relief requirements. The bill was approved in August 1953 and the 
authority expired on March 15, 1954. Transfer of $9.4 million worth 
of wheat (at CCC prices) was authorized under this legislation. 

3. Public Law 77, 83d Congress, approved June 25, 1953: Author- 
ized during the period ending June 30, 1954, the transfer of up to 
1 million long tons of wheat held by CCC to alleviate famine in Paki- 
stan and to provide necessary reserve supplies. The CCC cost of the 
wheat trahehartell under this legislation was about $67 million. 

4. Public Law 48, 82d Congress (India Emergency Food Aid Act of 
1951) approved June 15, 1951: This legislation authorized expendi- 
tures of up to $190 million during the period ending June 30, 1952, for 
the purchase of food grains or equivalents in the United States to alle- 
viate famine in India. A total of $194.5 million worth of grain was 
provided under this program, including $4.5 million worth of grain 
sorghums financed by ECA funds. 

5. GARIOA—Government and Relief in Occupied Areas: Funds 
remaining from the GARIOA program after the postwar occupation 
was terminated were transferred to ECA under the authority of the 
Foreign Aid Appropriation Act of 1950 (Public Law 327, 81st Cong.). 
About $145 million of these funds were used to finance procurement of 
agricultural commodities for Germany. 

Now, just a word about programs in the pre-ECA period. 

Data on the amount of agricultural commodities financed under 
postwar relief programs before the enactment of the ECA in April 
1948 is not readily available. According to a report published by the 
Foreign Agricultural Service of the Department of Agriculture, a 
total of $4.3 billion of agricultural exports was financed for relief 
——— during fiscal years 1946 through 1948. This amount includes 

nancing by lend-lease and UNRRA in fiscal years 1946 and 1947; and 
by UNRRA interim aid, Greek-Turkish aid, U.S. foreign relief, ECA, 
and the International Refugee Organization in fiscal year 1948. Since 
the ECA program was started in April 1948 and included some reim- 
bursements for procurement which had already taken place, there 
would be some duplication in the fiscal year 1948 figures. Commodity 
details are not available in the USDA statistics; moreover, these are 
export data and are not fully comparable with the program data cited 
above for ICA and its predecessor agencies. 


PROCUREMENT AUTHORIZATION PROCEDURES 


ICA is essentially a financing rather than a procurement agency. 
Except for limited commodity procurement in unusual cases by the 
U.S. operations missions, ICA does not itself procure agricultural com- 
modities for cooperating countries. Rather, ICA provides the funds 
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with which cooperating countries procure goods and services author- 
ized by ICA. 


1. Regulation 1 


Since ICA usually plays no direct procurement role, it was essential 
that a procedure be devised to insure orderly and efficient procure- 
ment and that the obligation and responsibilities of the several parties 
involved in ICA-financed transactions be defined. Regulation 1 is 
the legal instrument by which this was accomplished. It recites the 
rules with which cooperating mM ¢heahe , importers, suppliers, and 
banks must comply when transacting business under ICA authoriza- 
tions. These basic rules, for the most part, have remained sub- 
stantially unaltered since ECA days. 

They of course have been amended to some extent from time to time 
on the basis of experience, but basically they have remained the same. 

The terms and conditions of reculation 1 are made binding upon 
cooperating countries through incorporation by reference in each 
procurement authorization issued by ICA. This technique avoids 
the necessity of negotiating detailed terms and conditions for each 
procurement transaction with each cooperating country. It results 
In a maximum degree of uniformity in procurement policies and pro- 
cedures as between countries and I might also add, as between in- 
dividual private firms. 

2. Procurement authorizations 


The financing procedure begins with the allotment of ICA funds 
to the cooperating country. Within the limits of these funds, the co- 
operating country submits applications for procurement authoriza- 
tions for those commodities which the country desires to procure. 
Each such application is reviewed in ICA and, if approved, a procure- 
ment authorization is issued, signed by the Controller, and accepted 
in writing by an authorized representative of the cooperating coun- 
try. The PA constitutes formal authorization to the cooperating 
country to proceed with procurement pursuant to the terms of the 
PA and regulation 1. 

Mr. Founrary. Right at this point, let me repeat that for emphasis. 
The interested country makes an application with the ICA, stating 
what their needs are. 

Mr. Srewart. Correct. 

Mr. Founrartn. And then the ICA, if it approves, issues a procure- 
ment authorization ? 

Mr. Srewart. This is correct, sir. 

Each procurement authorization normally describes the specifica- 
tions for the commodity to be procured, the maximum dollar amount 
which ICA will finance, the source of supply, the periods during 
which contracts and deliveries shall be made, and a “U.S. small 
business” requirement. In addition, special provision applicable to 
the commodity for which procurement is authorized may be included 
in the PA. For example, procurement authorizations for surplus 
agricultural commodities require a certification by the supplier that 
the commodity for which payment is sought was grown within the 
United States. Where applicable, certificates of weight and official 
certificates of inspection are required—the certificate of inspection is 
a certificate of quality. Certificate of analysis by an independent 
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laboratory is usually mandatory for fats and oils. Arbitration 
clauses are oftentimes included, particularly in the case of cotton. 
If procurement is to be carried out by a foreign government agency, 
special clauses requiring bid and performance bonds and/or a speci- 
fied number of bids may be included. 

Mr. Fountarn. At this point, for our record, would you define a 
“supplier” ? 

Mr. Srewarr. The U.S. firm which sells the commodity to the 
importer in the foreign country. 159 

Mr. Founrarn. And the supplier procures the commodities from 
the CCC? 

Mr. Stewart. In some cases. In other cases, he uses his own means 
to obtain supplies. 

Mr. Founrarn. Go right ahead. 

Mr. Micner. Mr. Chairman. 

Mr. Founrain. Mr. Michel. 

Mr. Micuer. What is meant by the term “U.S. small business 
requirement” ¢ 

Mr. Stewart. This is a requirement that for transactions exceed- 
ing a certain size—which is relatively small—the purchaser in the 
foreign country must advise our Office of Small Business of his intent 
to procure. This information is then circulated to business firms 
in the United States to give them an opportunity to participate. 

Mr. Micuer, Who would be responsible for getting that informa- 
tion to firms here in this country. Is that your responsibility ? 

Mr. Stewarr. Personally you mean, or the agency ¢ 

Mr. Micue.. The agency. 

Mr. Stewart. It would be the agency’s responsibility. It would 
be the Office of Small Business in ICA. They publish this 
information. 

Mr. Micnen. Is that actually done regularly ? 

Mr. Stewart. This is done regularly. 

Mr. Navueuron. Does the small business requirement apply to 
transactions in agricultural commodities ? 

Mr. Stewarr. Yes, it does. On occasions, there have been excep- 
tions made to this policy when it was felt necessary to do so, but 
it is the practice to apply this to agricultural commodities as well as 
to other types of commodities. 

Mrs. Dwyer. Mr. Chairman. 

Mr. Fountatn. Mrs. Dwyer. 

Mrs. Dwyer. Could you enlarge on what you mean by “On special 
occasions this procedure is not followed out”? Do you have any 
specific example to explain the exceptions ? 

Mr. Srewart. I do not have a specific example in mind. I am 
aware that there have been some exceptions made. I am trying to 
think of a particular example. 

Mr. Founratrn. If you don't recall offhand, you may supply that for 
the record. 

Mr. Stewart. All right, we will supply some examples of this and 
tell you why it was done. In general, it is my belief that these ex- 
ceptions may not have taken place recently, but there were some early 
ones. But we will supply information for the record on that. 
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Mr. Navueuton. On that point, Mr. Stewart, in the 1955 version of 
regulation 1, subpart B, section 201.13, applies to information to be 
furnished to the Office of Small Business, r think section A requires 
that foreign importers shall furnish certain information to the Office 
of Small Business. Subsection B provides for a waiting period after 


the information is furnished before -the foreign importer places any 
orders. 


Subsection E reads as follows: 


The provisions of paragraphs A and B of this section shall not apply to im- 
ports of agricultural commodities, except as otherwise specifically provided for 
in any purchase authorization covering agricultural commodities. 


Mr. Stewart. I am glad you brought this out, because we normally 
do incorporate in the procurement authorization for agricultural com- 
modities a provision that makes this section applicable. 

Mr. Naveuton. Could you furnish for our record at a later date the 


approximate percentages of purchase authorizations which have not 
carried this small business provision ? 


Mr. Stewart. I believe we can do this; yes, sir. 
Mr. Naueuron. Fine. 
(The information requested is as follows :) 


In response to questions put by Mrs. Dwyer and Mr. Naughton, International 
Cooperation Administration subsequently confirmed that regulation I provides 
that requirements relating to the small business provision are not applicable to 
agricultural commodities unless specifically provided for in the procurement 
authorizations. Of prime importance to the decision to provide for this general 
exception was the fact that for bulk commodities such as cotton and whole grain 
(which comprise 75 percent of the surplus agricultural commodities for which 
International Cooperation Administration authorized financing during fiscal year 
1958) the objectives of the small business provision could best be met by other 
procedures. For example, as soon as International Cooperation Administration 
issues a procurement authorization for cotton, the terms of the authorization are 
transmitted by the American Cotton Shippers Association to the U.S. cotton trade 
community including, in accordance with agreement with International Coopera- 
tion Administration, both members and nonmembers of the association. Similar 
procedures are followed for grain. This early notice, together with the manda- 
tory 7-day waiting period after the issuance of the procurement authorization 
before wheat and cotton contracting can proceed, gives large and small firms 
alike an equal opportunity to participate in the business and avoids the longer 
delays preceding contracting embodied in the small business procedure. The pro- 
cedure used for cotton and grain works well with these commodities because 
firms engaged in such exports are of necessity highly specialized and whether 
large or small are known to be engaged in this busines. This procedure is not so 
effective and has not generally been used for commodities handled by less spe- 
cialized firms which export a number of miscellaneous items. 

The small business provision also is not generally used in connection with 
International Cooperation Administration-financed purchases of dairy prod- 
ucts. Particularly in the case of milk the end-users demand is for a specific 
brand. A mother, for example, wants for her child a specific brand of canned 
milk. Substitutes are not acceptable. Competition for markets among the 
manufacturers of these products is keen, but it expresses itself in consumer 
preference before importers place orders. Under these circumstances an im- 
porter limits his purchases to the brands that he can sell to his customers and cir- 
cularizing the U.S. trade regarding his intent to purchase therefore is ineffective. 

Also, the small business provision is not used for certain countries of which 
Vietnam is an example. In this case the International Cooperation Administra- 
tion Office of Small Business has circulated to the U.S. trade the names and ad- 
dresses of the Vietnamese importers and any U.S. firm desiring to export these 


items to Vietnam has had advance opportunity to establish business contracts in 
that country. 
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Other than for individual country exceptions as noted above, International 
Cooperation Administration customarily incorporates the small business provi- 
sion in its procurement authorizations for fats and oils and hides and skins. 

In summary, the small business provision is customarily incorporated in pro- 
curement authorizations for those surplus agricultural commodities for which 
the provision can effectively be used. In terms of value, only about 6 percent 
of the procurement authorizations issued for surplus agricultural commodities 
during fiscal year 1958 carried this provision. For the largest volume of com- 
modities the procedures described above are more effective in meeting the ob- 
jectives of the small business provision. 

Mr. Fountarn. You may proceed. 

Mr. Micuev. I have one other questions, if I may. 

Why are arbitration clauses required for cotton ? 
r. Srewarrt. First let me say I am not a cotton expert—— 

Mr. Fountar. May I add also, at this point, Mr. Stewart, as we go 
along and questions are asked, if one of your associates is in a better 
position to answer the question, please feel free to let them do so. 

Mr. Stewart. I think, perhaps, Mr. Grant is best informed on some 
of these questions relating to the law and the legal aspects. 

Mr. Fountatrn. Feel free to join in and supplement any answers 
whenever you care to do so. You might move over here, Mr. Grant. 

We are trying to operate informally. 

Mr. Grant. might say, Mr. Chairman, I assumed Mr. Stewart was 
addressing himself, when he referred to the small business provision, 
to the provision of the statute. The Mutual Security Act itself, in sec- 
tion 504, has a so-called small business provision. It provides for the 
establishment of an Office of Small Business in the agency, and pre- 
scribes certain things which the agency should do in order to facilitate 
the participation of U.S. business enterprises, and especially small 
enterprises, in the mutual security program, and specifically transac- 
tions which we finance. Pursuant to that provision, a procedure has 
been set up which is incorporated in ICA Regulation 1, which Mr. 
Stewart has been describing. This provides in general terms that a 
country in accepting procurement authorizations must agree to estab- 
lish a procedure whereby importers in that country, upon receiving 
authority to use ICA funds, are required before placing orders, or 
entering into contracts, to give notice to this ICA Office of Small 
Business of their intended procurement. Notification of this proposed 
procurement is then published by the ICA Office of Small Business 
to the U.S. trade generally. 

Now, as Mr. Naughton has pointed out, there is a provision in the 
ICA regulation to the effect that specific requireemnt for publication 
of the small business notice is not required with respect to agricultural 
commodities unless the particular procurement authorization spe- 
oe requires it. The reason for the exception with respect to 
agricultural commodities is the request of the ICA Office of Food and 
Agriculture to that effect. That office pointed out that the trade for 
most agricultural commodities is apprised immediately of the issuance 
by ICA of procurement authorizations, and since this is so, the special 
notification through the Office of Small Business serves no particularly 
useful purpose. : 

In addition to that, it was pointed out that frequently for agricul- 
tural commodities there is a need that they be moved fairly rapidly. 
The small business provision, on the other hand, requires a delay of 30 
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days between the time that the notification is sent to the Office of Smali 
Business and the placing of an order or the entering into a contract. 

Mr.,Founrarn. Mr. Naughton. 

Mr. Navueuton. Mr. Grant, you used the term “the trade,” a 
moment ago. Would you elaborate a little bit for us on what you 
mean by the trade? 

Mr. Grant. By the trade, I mean the people who normally are in 
the business of supplying the commodities described in the procure- 
ment, authorization. 


Mr. Naueuron. About how many companies do you think this 
might include ? 

Mr. Grant. I don’t know how many business enterprises there are 
in the United States, and I would have no idea of what proportion 
of any of them are handling any particular product. 

Mr. Naveuron. Do you think the number who are handling the 
bulk of this business with the ICA would be large or small ? 

Mr. Grant. Of what business! Of what business are you refer- 
ring to? 

Mr. Naventron. Transactions under section 402. 

Mr. Grant. I would have no more idea of this than you, Mr. 
Naughton. Mr. Stewart might have some idea, I don’t know. 

Mr. Naventon. Can you give us an estimate, Mr. Stewart? 

Mr. Srewarr. I can’t give you a specific estimate, but I would say 
that the number of business firms engaged in the export of agricui- 
tural commodities varies considerably by the commodity. 

For example, in the case of wheat, there are half a dozen major 
firms. ‘These major firms would in normal business operations, as 
well as in ICA operations, handle a major share of the business. 

In the case of wheat flour, the number of firms engaged in exports 
is greatly in excess of the number engaged in wheat ex ports. I am 
less familiar with other commodities but I would assume that in = 
case of cotton, also, there would be relatively few firms engaged it 
cotton export. I believe the amount of export business which the 
so-called large firms conduct under ICA as related to exports of the 
so-called small firms would be no higher than for normal dollar 
export transactions, and probably it is less. But I am not sure of 
this. 

Mr. Navucuton. What would your guess be as to the manner in 
which the export trade in commodities under section 402 is divided 
between what you would call large business and small business ? 

Mr. Srewarr. I would not be able to answer the question without 
checking the record. This question involves a definition of what is 
large and what is small. 

Mr. Navenron. I assume you have a definition for small business 
in your procurement pr ocedures. 

Mr. Grant. The answer with respect to that is we have no defini- 
tion of small business as such. The circulars of intended procure- 
ment which we publish are available generally to all business. The 
Department of Commerce has its own definitions, as you know. 

Mr. Founrarn. Your responsibilities in connection with small busi- 
ness are of a different nature. 

Mr. Grant. That is right. 
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Mr. Founratn. Consequently you have a different purpose for 
including such a provision. 

Mr. Grant. Quite so. 

Mr. Naveuton. Do you have any reason to believe any substantial 
part of the LCA-financed transactions by volume are hi undled by small 
business ¢ 

Mr. Srewarr. Again, it is difficult for me to interpret what is large 
business and what is small business. 

Mr. Founrarn. I have that problem myself. 

Mr. Navenron. Let us call firms which get less than $1 million of 
ICA funds annually under section 402, small business. Do you think 
any substantial portion of this trade under section 402 is handled by 
small business, or is almost all of it going to a few large firms? 

Mr. Stewart. There is no question in my mind but that the larger 
share of the business goes to the larger firms. This is true of normal 
trade. It would be true under our financing as well as for normal 
dollar export sales. 

Mr. Mice. Is it easier administratively, so far as you are con- 
cerned, to handle an operation with 1 large firm rather than 10 smaller 
firms to accomplish the same volume of business ? 

Mr. Stewart. Mr. Bacon or Mr. Blagg may wish to address them- 
selves to this question, but I would say there is no difference. 

Now, it is true that smaller firms getting started in the export busi- 
ness send representatives to our offices to inquire regarding procedures, 
whereas this information would be well known by the larger firms. 
But I believe in routine matters such as the processing of papers within 
the agency that there would be little or no difference. 

Mr. Founrarn. Unless there are further questions, suppose we get 
back to your prepared statement. 

Mr. Stewart. Mr. Chairman, Mr. Michel had a question on cotton 
which we have not answered. 

There is in the cotton business a usual procedure for arbitration. 
If cotton is moving to countries in which this arbitration procedure 
is well established and understood and part of the trade activity, we 
use that procedure in assuring that value is received commensurate 
with dollars expended. 

In some of the less-developed countries in which we operate, these 
procedures are not so well established, and in these cases, in order to 
assure value received for a dollar expended, it is customary to depend 
upon a U.S. classification certificate issued by U.S.D.A. Does this 
satisfactorily answer your question ? 

Mr. Micuen. Yes. 

Mr. Fountain. The committee will stand recessed for a short period 
of time, due to business on the House floor. We will return just as 
soon as we can. 

(Short recess.) 

Mr. Fountain. The subcommittee will come to order. 

The record will show a quorum is present. 

Mr. Stewart, suppose we get back to your prepared statement now ? 

Mr. Srewarr. Yes, sir. “May I say before I proceed, I was ap- 
parently under the wrong impression concerning the number of 
cotton companies engaged in export business. Apparently there are 
a larger number of them than I had assumed. 

37524596 
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Mr, Founrarn. You mean engaged in activities with the ICA? 

Mr. Stewart. That is correct. t 

Mr. Fountar. I realize your answers to some of these questions 
necessarily are approximations and estimation, subject to error. 

Mr. Stewart. Thank you. ’ 

I had proceeded earlier to the bottom of page 11, beginning with 
the last paragraph. The preceding paragraph dealt with some of 
the provisions of procurement authorizations. 

Some of the standard provisions of regulation 1, which by refer- 
ence are incorporated in the procurement authorizations and which 
have particular applicability here are: (a) The Director of Inter- 
national Cooperation Administration reserves the right at anytime 
and for any reason to amend or revoke any procurement authoriza- 
tion. (6) In accepting a procurement authorization, the cooperating 
country agrees to refund to ICA upon demand amounts paid out for 
any transaction under a procurement authorization whenever it ap- 
pears to ICA that the transaction violates any provision of the mutual 
security legislation or the rules, regulations, or procedures of ICA. 
Amounts refunded may be made reavailable to the refunding country 
for further programing. 

Mr, Fountarn. Is that often done? 

Mr. Stewart. It has been done on a number of instances. I don’t 
know whether you would say often or not. 

Mr. Grant. I would say yes. 

Mr. Stewart. It is customary. 

Mr. Fountain. Go right ahead. 

Mr. Stewart, (c) ICA has the right to divert commodities on 
board ship and destined for a cooperating country after title has 
passed to the country or its importers and to revest title to the com- 
modities in ICA. This right may be exercised at anytime before 
the commodities have been “off-loaded” in ports of cooperating coun- 
tries. (d) Without the prior approval of ICA, the cooperating 
country may not reexport ICA-financed commodities in the form or 
substantially in the form received within 3 years of the date of such 
ICA financing. (e¢) Commodities procured at prices higher than the 
market price prevailing in the United States are not eligible for ICA 
financing. ; 

Mr. Fountarn. Right at that point. You say they may not re- 
export ICA financed commodities, in the form or substantially in the 
form received within 3 years of the date of such ICA financing. 


After that time, can they export any of those commodities in differ- 
ent form to this country ? 


Mr. Stewart. Mr. Grant, do you want to answer? 

_ Mr. Grant. We have no prohibition of that, The general theory 
is: When we give them certain assistance, we want to make sure that 
this assistance is a real contribution to the economic growth and de- 
velopment and rehabilitation of the country. 

I don’t know the full rationale behind this provision. 
old one in the regulation. I assume the drafters of it thought that 
after 3 years the commodity had become so much a part. of the 
economy that we would have no further interest in it. It is theoreti- 
cally possible that something could be reexported to this country or 
sent to another country. I doubt that it would happen. 
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Mr. Founratn. Do you have any system of checks within the 3-year 
period or does someone else make any checks to determine whether 


or not these commodities are reexported ? 


Mr. Grant. Yes; there are end-use checks which are made by our 
mission staffs in the various countries, and we have found occasional 
instances where within that 3-year period a commodity was reexported. 
In such situations the agency has asked the cooperating or aid country 
fora refund. So we have Saneneutubed ourselves, in effect, from that 
transaction. I don’t think it has happened uently, but there have 
been instances of it, and there is a system of audits and end-use checks 
to try to check on this. 

Mr. Founrarn. Mr. Naughton. 

Mr. Navenron. Mr. Grant, isn’t it true that in at least one instance 
some cottonseed oil financed under section 550 was illegally trans- 
shipped to Russia? 

Mr. Grant. I think there was such a case. I have forgotten the 
country that was involved, and I am not sure of the full circum- 
stances, but there have been cases from time to time where there has 
been a violation of this type. They have been relatively rare com- 
pared to other types of violations which occur. 

Mr. Fountarn. All right, go ahead, Mr. Stewart. 


3. Methods of financing 


Mr. Stewart. The customary methods used by ICA to finance agri- 
cultural commodity transactions authorized under procurement au- 
thorizations are: (1) Direct reimbursement to cooperating country; 
(2) letters of commitment to U.S. banks; and (3) reimbursement to 
other U.S. Government agencies. Where procurement is to be ar- 
ranged by the cooperating country, only: the first two methods of fi- 
nancing are available, but, in general, the country may choose either 
of the two under any procurement authorization. The second of these, 
that is, letters of commitment to U.S. banks, is by far the most common. 

As requested by the cooperating country, letters of commitment are 
issued by ICA to U.S. banks. These letters of commitment guarantee 
the U.S. bank repayment for expenditures made by the bank—usually 
against letters of credit—pursuant to instructions issued to the bank 
by the cooperating country or its designated agent. 

(a) Importer’s responsibilities 

When the cooperating country receives a procurement authorization 
from ICA for an agricultural commodity, it may procure directly 
through its own government agencies or may issue subauthorizations, 
usually in the form of import licenses, to private importers within the 
country authorizing them to procure commodities through their cus- 
tomary commercial channels. When the importer receives authoriza- 
tion from his own government to import, he is advised of all of the 
conditions of the procurement authorization which affect him and the 
rpeH ss 

he importer,must then inform his supplier that the transaction is 
being financed by ICA, and must aie to the supplier the related 
procurement authorization number, together with all terms and con- 
ditions affecting the supplier in carrying out the transaction, such as 
eligible source of commodities, periods during which contracts and 
deliveries may be made, shipping provisions, and documentation re- 
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quirements, A contract for purchase of the commodity is then entered 
into between the buyer and the seller, as is customary in the trade, 
usually backed by letters of credit opened in the U.S. bank to which 
ICA issued its letter of commitment. Shipping and other details are 
arranged between buyer and seller and the commodity is exported, 
after which the supplier files all essential documents (including oar 
of the supplier’s invoice and bills of lading) with the designated U. 
bank and receives his payment. 

(6) Supplier’s responsibilities 

The supplier is required to place the procurement authorization num- 
ber on all documents required by ICA for reimbursement, and may 
not accept orders identified as being ICA-financed unless he expects 
to comply with the contract and delivery dates notified to him by the 
importer. He is required also to furnish, in addition to customary 
commercial documentation, a supplier’s certificate addressed to ICA 
and certifying to certain facts. This certificate provides a legal rela- 
tionship between ICA and the supplier on which LCA may act if the 
supplier’s certificate is fraudulent or otherwise inaccurate. 

In executing the supplier’s certificate, the supplier makes several 
important price undertakings to ICA. He certifies that: (@) He has 
not paid or received any kickbacks or sidepayments, or other improper 
benefits; (6) to the best of his information and belief, the price he 
has charged is in compliance with the price provisions of regulation 
1, and is no higher than the U.S. market price. 

Mr. Founvatn. Right at that point, since you are dealing with 
exports, I assume when you say it is no higher than the U.S. market 
price, you mean the U.S. export price ? 

Mr. Stewarr. That is correct, sir. 

Mr. Fountain. Go right ahead. 


(c) Reimbursement under letter of commitment 

Mr. Srewarr. Upon receipt of the required documentation from the 
U.S. bank, as prese ‘ribed in the procurement authorization and regula- 
tion 1, ICA reimburses the U.S. bank for payments mi ade by it to 
onbhiees pursuant to the letter of commitment. This method of 
financing relieves the cooperating country of the burden of using tem- 
porar ily its own resources to fina ince transactions covered under pro- 
curement authorizations issued by ICA. 

Now, in conclusion, just a brief word about transfer authorizations. 
These relate to the special programs under Public Law 480, title H, 
and to Public Law 77 and Public Law 210: 

Title I1 of Public Law 480, as well as earlier similar legislation, for 
example, Public Law 77 and Public Law 216, authorized ICA, or pred- 
ecessor agencies, to draw upon Commodity Credit Corporation stocks 
of sur plus agric ultural commodities to meet famine or other urgent or 
extraordinary relief requirements. To effect these transfers, ICA 
issues “transfer authorizations” to the Department of Agriculture. 
These authorizations serve the dual purpose of (a) instructing USDA 
as to the dollar value of the commodity to be delivered; the specifica- 
tions for the commodity and for its packaging, marking, and so forth; 
the name of the consignee, and the required time of deliv ery; and 2) 
establishing the terms for distribution and handling in the cooperating 
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country. An authorized representative of the cooperating country is 
required to countersign the transfer authorization. 

Mr. Fountain. Thank you very much, Mr. Stewart. 

Before we begin the subcommittee questioning, I think we will hear 
from Mr. Marvin A. Bacon. 

Mr. Bacon, I wonder if, for the record, you would give us some- 
thing about your background and your experience with the ICA. 


STATEMENT OF MARVIN A. BACON, CHIEF, PROCUREMENT ANAI- 
YSIS BRANCH, OFFICE OF THE CONTROLLER, INTERNATIONAL 
COOPERATION ADMINISTRATION; ACCOMPANIED BY LESLIE 
GRANT, OFFICE OF THE GENERAL COUNSEL; ROGER STEWART, 
ACTING ASSOCIATE DIRECTOR, OFFICE OF FOOD AND AGRICUL- 
TURE; AND ALVA H. BLAGG, SUPERVISORY BUSINESS ANALYST, 
AGRICULTURE AND PHARMACEUTICALS, PROCUREMENT ANAL- 
YSIS BRANCH 


Mr. Bacon. I have been in this position for about a year and 1 
month. Previous to that I was Assistant Division Chief of the Eco- 
nomics Statistics Division in the Office of Statistics and Reports in 
ICA. 

I came to ICA in February of 1954. Prior to that I had served 
with the Office of Price Stabilization during the Korean war period, 
the U.S. Bureau of the Budget, the U.S. Department of Commerce, 
and I was in the Office of Price Administration from 1942 to 1947, 
That included a 15-month period in the Army. 

My educational background includes a bachelor’s degree from the 
University of Michigan, a master’s degree in economics from Ohio 
State, and doctor of philosophy degree in economics at the University 
of Michigan. 

Mr. Fountain. Thank you. You may proceed with your statement. 

Mr. Bacon. This statement covers questions Nos. 2, 3, and 4 of the 
committee’s letter. Because of some overlapping, as we felt there was, 
between questions 2 and 4, we have a combined answer covering those 
two. 

Mr. Founrarn. All right. 

Mr. Bacon. The statement has been put together to cover questions 

2 and 4, and then question 3 at the end. 

Mr. Founrarn. That is all right. Not being familiar with your 
procedures, we naturally might not pose questions in the best way 
to get the information we want. 

Mr. Bacon. The first topic in this statement is “Procedures of ICA 
To Prevent and Detect Law Violations, Serious Irregularities, and 
Lack of Economy and Efficiency Relating to Agricultural Commodity 
Activities.” 

International Cooperation Administration has a basic financial con- 
trol procedure which has the objective of preventing and detecting 
law violations and serious irregularities in procurement as well as 
promoting maximum economy ‘and effici lency in the expenditure of 
ICA funds. These control procedures are set forth in ICA Regula- 
tion 1 and are applicable to all commodities, including agricultural 
commodities. The prescribed rules are applicable to cooperating coun- 
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tries, importers, banking institutions, transportation companies, and 
suppliers of commodities. A copy of regulation 1 is appended to 
this statement. 

(The material referred to appears in the appendix as exhibit E 
on p. 299.) 

The ICA authorization procedure which, in itself embodies major 
safeguards to assure the proper use of ICA funds, is integrated with 
Sasetlatienn 1, to control the obligation and use of ICA funds by coop- 
erating countries for the procurement of specific commodities. 

Procurement under the program is not, as a rule, as Mr. Stewart 
has already pointed out, undertaken by ICA or other U.S. agencies. 
Instead, it is carried out by the cooperating countries or subauthor- 
ized by them to resident private importers who buy through the 
mana daateiia of foreign trade. In this respect ICA is a financing 
rather than a procurement agency. 

An important element in ICA controls is the requirement of specific 
documentation as prerequisite for reimbursement by ICA. Most ICA 
transactions are financed through letters of commitment issued by 
ICA to U.S. banks who on instruction from the cooperating country 
open letters of credit in favor of suppliers. After the banks pay the 
suppliers on presentation of required documents, ICA reimburses 
the banks. The documentation is used by ICA for postaudit and 
price review to verify the eligibility of the transactions for ICA 
financing. 

The ICA method of financing may best be explained by citing an 
illustrative case that is typical of the thousands that are carried under 
the program. 

Let us assume that decision has been made to make available to the 
Government of the Republic of Korea (ROK) $1 million to finance 
wheat flour. The ICA obligation to undertake this financing is rep- 
resented by a document issued to the ROK which incorporates by ref- 
erence the provisions of regulation 1. The ROK announces that it has 
this $1 million in ICA funds and asks importers who are interested to 
apply for import licenses. 

Let us assume the ABC company of Seoul receives a license together 
with a commitment from the Korean Government that it will make 
available $100,000 in dollar exchange. By this process the ICA obliga- 
tion of $1 million may be divided among 10 or more private Korean 
importers. The ABC company solicits offers from exporters just as it 
would if ICA were not involved. In the meantime, American trade 
circles have been informed of this potential business by the ICA Office 
of Small Business. The ABC company gets an offer at an attractive 
price from the XYZ company of Boston, and makes a contract with 
this supplier. Through the Seoul bank which is authorized to deal in 
foreign exchange—in this case it would be the Bank of Korea—the 
ABC company requests that a letter of credit be opened in favor of the 
XYZ company by the Sixth National Bank of New York. 

International Cooperation Administration issues the Sixth National 
Bank a “letter of commitment” by which this agency agrees to reim- 
burse the bank for payments made under letters of credit opened in 
compliance with our obligation to the Government of the Republic of 
Korea. When the Boston company is prepared to ship under its order 
to the Korean firm, it presents the usual commercial documents to the 
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Sixth National Bank and receives payment. ICA then reimburses the 
bank. 

On the Korean side, the importer pays to the Korean bank the hwan 
equivalent of $100,000. In Korea the exchange rate is determined by 
an auction process whereby the importer who offers the highest rate 
gets the dollar exchange. Part is paid when the credit is opened and 
the balance upon shipment. The $100,000 in hwan becomes a part of 
the “counterpart fund” to be used for the purposes of the program 
mutually agreed upon by the United States and Korean Governments. 

It must be emphasized that insofar as the normal profit motive con- 
siderations of buyer and seller are concerned, the fact that ICA is 
providing the dollar exchange is of no importance. The Boston ex- 
porter will offer at a price that he believes may get the business in a 
competitive world. On the other hand, the ABC company in Korea 
will bargain to buy as cheaply as possible since its business life is de- 
pendent on its ability to compete with other Korean dealers in (a) 
getting an offer low enough to get the dollar exchange in the first place, 
and (6) buying cheap enough to enable it to sell at a profit against 
local competition. 

Mr. Fountarn. Right at this point, Mrs. Dwyer, do you have any 
questions you would like to ask? 

Mrs. Dwyer. No questions. 

Mr. Founrary. Just one question. You say through the Seoul 
Bank which is authorized to deal in foreign exchange, the ABC com- 
pany requests that a letter of credit be opened in favor of XYZ 
company by the Sixth National Bank of New York. 

Now, the X YZ company is the supplier in this country? 

Mr. Bacon. Yes. 

Mr. Founrarn. So the X YZ company has that letter of credit when 
it negotiates with CCC for the purchase of commodities ? 

Mr. Bacon. Yes. 

Mr. Grant. They may or may not. They probably wouldn’t. 

Mr. Bacon. It would depend on when the contract was made. 

Mr. Fountarn. Is it possible they could have this letter of credit 
prior to purchases from the CCC? 

Mr. Bacon. Yes. 

Mr. Buiace. That is possible. 

Mr. Founrarn. All right, go ahead. 

Mr. Micuet. I have one question, Mr. Chairman. 

Mr. Founrarn. Mr. Michel. 

Mr. Micuet. Is there anything to bar a foreign corporation that 
is owned by the foreign government itself from these transactions? 
Many industries and businesses in some countries are nationalized ? 
Is there anything that bars the government itself, in effect, from 
having a subsidiary company carrying on its transactions? Do we 
know for certain that the importers in the recipient foreign country 

is a privately owned corporation or business? 

Mr. Grant. They are not always coe owned. There are 
some countries that prefer to do their buying through their govern- 
ment agency, at least with respect to some of the purchases they 
make. Some of the cooperating countries, indeed, maintain so-called 
supply missions, or purchasing missions, here in the United States 
to carry this out. There is the Israeli Supply Mission, for example, 
and the India Supply Mission. 
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Mr. Micuen. And whatever method they prefer, we accept as the 
best way of doing business with them ? 

Mr. Grant. That is right. We don’t force them. 

Mr. Micuer. We don’t impose the conditions on our side ? 

Mr. Grant. Our general preference, in response to the philosophy 
of the Mutual Security Act itself, as well as its direct mandate with 
respect to the utilization of private trade channels, is in favor of 
the use of private trade channels, but we do not force a cooperating 
country to do its importing in any specific case through a private 
importer instead of through a government purchasing agency, if that 
government prefers to use the latter. 

Mr. Bacon. The next topie which I have is entitled “Procurement 
analysis procedures”. 

A general objective of procurement analysis is to give guidance to 
cooperating countries and to suppliers as to the requirements of ICA 
concerning pricing and related matters in order to prevent procure- 
ment irregularities, overpricing, and other misuses of ICA funds and 
increase the efficiency of ICA program implementation. In this con- 
nection an attempt is made to encourage the establishment of practices 
and procedures that automatically result in procurement at lowest 
prices. 

A major aim is, of course, to recover for the U.S. Government funds 
expended in transactions which are found to be ineligible for ICA 
financing. 

In addition, the widespread knowledge among suppliers and im- 
porters that ICA does examine their transactions, in itself, tends to 
prevent irregularities in procurement. In this review an effort. is 
made to cover, insofar as possible, a maximum dollar amount of trans- 
actions, giving consideration to types of commodities, types of sup- 
pliers, particular countries, previous violations, and likelihood of 
violations. 

The first, basic consideration in review of ICA-financed shipments 
is that within our personnel limitations, we cannot cover all the trans- 
actions which take place each year. With annual ICA commodity 
expenditure of about $1 billion and annual individual transactions 
numbering approximately 125,000, it has been necessary to confine the 
analysis to a representative sample of each year’s shipments. To 
accomplish the objectives set forth above, the sample utilized by each 
of the five commodity sections of the Procurement Analysis Branch 
is chosen on the basis of the following criteria: 

1. Attaining maximum dollar volume of coverage. 

2. Reviewing all transactions on which questions arose prior to 
completion. 

3. Reviewing transactions in commodities presenting special prob- 
lems in prior years. 

4. Providing analysis coverage in each type of commodity. 

5. Providing coverage of purchases from different types of sup- 
pliers; e.g., some manufacturers and some merchant exporters, some 
integrated suppliers with overseas outlets. 

6. Providing coverage of as many countries as feasible but with 
emphasis on countries with major commodity programs and countries 
with recurring procurement problems and high incidence of regula- 
tion 1 violations. 
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7. Reviewing of bid tabulations and awards in cases of procurement 
under formal invitation and sealed bid procedures. 

This latter is normally the case where the government elects to buy 
itself, and follows procedures similar to the U.S. Government in its 
procurement. 

It is readily apparent that some of these criteria may conflict with 
others and that in selection of specific transactions compromise among 
these.considerations becomes necessary. In addition, when a supplier 
violation is uncovered, it is considered prudent and necessary to 
examine all of his transactions even for prior years to determine 
whether the specific violation is a symptom of general irregularity 
and overpricing in the supplier’s ICA sales. If this is the case, as it 
frequently is, the claim will enc ompass his previous violations as well 
as the current one. When a broad investigation of this type is made, 
it is inevitably necessary to curtail coverage in the other sectors which 
are under the jurisdiction of the particular commodity section. 

Procurement analysis is concerned with possible infractions of ICA 
rules and requirements by the importer or cooper ating country as well 
as by the supplier. As is indicated later, ICA has ther ight to recover 
improperly expended funds from the cooperating country. 

Basic price information in each commodity field has been collected 
continuously by the Branch from trade and Government sources since 
its inception in 1948. Thus, the Agricultural Commodities Section 
collects price information from the Department of Agriculture as well 
as trade publications. 

In applying the price test under ICA regulation 1, the price yard- 
stick is the prevailing price at the time of purchase, and the time of 
purchase is the time at which the contract is made. The price at time 
of shipment or delivery is not relevant unless so specified in the con- 
tract. 

Determination as to the eligibility of a price involves a comparison 
of the ICA-financed price with the price required under regulation 1. 
In the case of nearly all agricultural commodities, the price test in 

regulation 1, which reads as follows, is applicable. 

The price (not including ocean freight or ocean marine insurance) for a class I 
purchase shall not exceed the price prevailing in the United States in comparable 
sales of the commodity, at the time of the purchase, as evidenced by current bid 
and ask quotations in the appropriate market, adjusted by costs customarily and 
necessarily incurred in making the export sale (sec. 201.21(D) (1) (ii)). 

Mr. Founrarn. Mr. Naughton. 

Mr. Navcuron. Mr. Bacon, the price to which we are referring is, 
of course, the prevailing export price, not the domestic price, in these 
402 transactions ? 

Mr. Bacon. That is correct. 

Mr. Navenron. As you have indicated, where there are current bid 
an id ask quotations in the market. you determine the prevailing export 
price from those current bid and ask quotations. What do you do in 
the event there are no such current bid and ask quotations for that 
commodity ¢ 

Mr. Bacon. Well, the section which I have quoted applies to what 
we call listed commodities. These include, with a few exceptions, the 
agricultural commodities. These are commodities in which there are 
organized markets, and you would rarely get a case where there isn’t 
some bid and ask quotation information available. 
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Now, it is possible that in the agricultural commodities field these 
quotations will represent sales by COC ; that is, they are not necessarily 
published trade quotations. It would depend on the market, the com- 
modity, and the particular time. 

Mr. Naveuron. I was about to get to that point. Actually, on 
many commodities, those which CCC has in surplus, there are actu- 
ally two distinct prices, are there not, the domestic price and the export 
price, which is far lower? 

Mr. Bacon. That is correct. 

Mr. Naventon. In these commodities which CCC has in surplus, 
CCC is actually the only entity that is making sales for export, are 
they not, because of the fact that nobody else can afford to do it ? 

Mr. Bacon. Not necessarily. Some of these commodities may be 
purchased in the open market and sold without having been purchased 
directly from CCC stocks. 

Mr. Naveuton. Some commodities are subsidized by CCC, are 
they not ? 

Mr. Bacon. That is right. There may be a subsidy, if we are talk- 
ing about surplus commodities. 

fr. Naueuton. Let’s take corn or rice, where CCC has that com- 
modity in surplus, and is making sales for export at prices far below 
the quoted domestic prices for that commodity. CCC is really the 
only entity that is selling that commodity for export, is it not? 

Mr. Bacon. It may be. 

Mr. Navenron. Can you think of anybody else that would be selling 
those commodities unless they had procured them from CCC? 

Mr. Bacon. Well, if you are considering the situation where noth- 
ing moves out except what is under CCC stocks, that would be true. 

r. Navcuton. Now in the case of commodities that are being sold 
under these conditions by CCC, isn’t the U.S. export price actually 
the CCC price for export ¢ 

Mr. Bacon. In the situation where the sales are entirely from CCC 
stocks, I think that would be correct. 

Mr. Naveuton. Because if CCC is selling at a price far below the 
domestic price, nobody else can meet that price, can they ? 

Mr. Bacon. Not only that, they can’t export in a situation like that. 
The CCC price is probably close to the world price. The U.S. domes- 
tic price would be above that. 

Mr. Naveuron. It is fair to say, then, where CCC has stocks of 
commodities, and is the only agency which is, in effect, making export 
sales, then the export price is the CCC export sales price ? 

Mr. Bacon. Well, I would like to go back—perhaps Mr. Stewart 
would like to comment. 

Mr. Fountarn. Do you want to comment on that question, Mr. 
Stewart ? 

Mr. Stewart. I dislike to get into a discussion of CCC procedures, 
because I run the risk of being incorrect. This is an area in which 
representatives of that Corporation could testify much better than we, 
but my impression is that in the case of corn, the supplier may use any 
supply which is available to him, but when he exports, he is paid a 
subsidy in kind by the Department of Agriculture. 

Mr. Naveuton. The payment in kind subsidy program you are 
describing went into effect only about 2 weeks ago and would not 
affect earlier periods, would it? 
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Mr. Stewart. On earlier periods this would be correct. Now, in 


‘the case of rice: My impression is that Commodity Credit sells its 


rice to the trade on the basis of bids. So the price established through 
this device for export is a competitively established price. 

Mr. Micuen. This subsidy you are talking about would be the dif- 
ference between the domestic price and the world price? 

Mr. Srewart. Yes, the difference between the domestic price and 
a price determined to be the competitive value of the commodity in 
international trade. 

Mr. Micuen. Frankly, it wouldn’t make much difference whether 
or not it was done that way or whether it was done through purchase 
through the Commodity Credit Corporation, one way or another it is 
subsidized, in effect ? 

Mr. Stewart. A subsidized price could be handled through either 
procedure; yes. 

Mr. Naventon. Since the CCC export price on those commodities 
which it sells for export at substantially reduced prices is, in effect, 
the U.S. export market price, and since ICA regulations require that 
you do not finance transactions at prices higher than the U.S. export 
market price, then would it be fair to say that ICA is not justified 
in financing transactions where the price is over the CCC export price 
for that commodity at the time of the contract ? 

Mr. Stewart. When ICA finances a commodity at not over the ex- 
port market price and CCC is selling this commodity at a reduced 
_ to all exporters engaged in the business, such CCC action would 

nave an effect on the price which ICA would pay, because the price 
which ICA finances is the export market price determined competi- 
tively. What I am saying is this: If all of the suppliers have access 
to a commodity at a given price, the availability of the commodity at 
this price should reflect itself in the competitive export market price. 

Mr. Navueuton. As a matter of fact, the CCC export price is the 
competitive export market price; is it not? That was my under- 
standing of the previous testimony. 

Mr. Bacon. That testimony was qualified, sir. 

Mr. Naveuton. To the extent the commodity 

Mr. Bacon. Your statement is an oversimplification. 

Mr. Founrarn. I thought you said to the extent of the commodi- 
ties purchased from the CCC, the CCC price is the export price? 

Mr. Grant. I would like to comment. 

Mr. Bacon. Not unless there is no supply except from CCC. 

Mr. Naventon. That was not my understanding. My understand- 
ing was where CCC was making export sales and the CCC price, be- 
cause of the loss the taxpayers were taking on these commodities, was 
far below the domestic market price, that then the CCC price is the 
export price. 

Mr. Fountatn. Would you like to add to that? 

Mr. Bacon. That is not the way I would interpret my statement. 

Mr. Navaeuton. Well, it is the stated policy of ICA, is it not, to 
make payment for purchase of commodities, whether or not in bulk, 
which are made at prices which approximate as nearly as practicable 
the lowest competitive market prices? 

Mr. Brace. As evidenced by current bid-and-ask quotations, if 
you complete the sentence; is that correct ? 
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Mr. Naventon. Where you have no current bid and ask quotations, 
because the CCC is the only entity that. is primarily exporting those 
commodities, it is then the CCC export price; is it not 

Mr. Bacon. I think under those circumstances, under the exact set 
of circumstances you have cited there, that would be correct. 

Mr. Naveuton. Let’s apply it to a commodity. 

Mr. Bacon. It will vary from commodity to commodity depending 
on the - ements out of CCC and it will depend on the time of the sale. 

Mr. Navenron. Let’s take nonfat dry milk as an example. There 
are no current bid-and-ask export quotations on that, apart from the 
CCC quotations, are there ? 

Mr. Bacon. I defer to Mr. Blagg on that, ’m not sure. 

Mr. Fountain. Mr. Blagg, for the purposes of the record, will you 
identify yourself ¢ 

Mr. Biace. Yes. I’m Mr. Blagg. I am in charge of the Agri- 
cultural Commodity Section. My title is Supervisory Business Ana- 
lyst. I handle two groups of commodities, agricultural commodities 
in general, which includes other than surplus agricultural commodi- 
ties, and pharmaceutical commodities. 

Did you want. any more background ¢ 

Mr. Fountain. You might give us some of your background right 
at this point in order to have it in the record. 

Mr. Brace. Prior to serving as Supervisory Business Analyst with 
the Controller in Washington, from June 1954, when I joined the 
Agency, to July 1956, I served as Acting Chief of the Provincial In- 
dustry and Labor Division of the Teheran Provincial Office at USOM, 
Teheran. 

Prior to my association with ICA, I served for 7 years as a military 
intelligence specialist in Japan. I had several different classified jobs. 

Prior to that, | worked in private industry as a fats and oils chemist 
for 2 years. Prior to that 1 graduated from Oregon State Colleg 
with a bachelor of science degree in agricultural biochemistry. _— 
I was in Japan with the Army, I took graduate studies at Sop ai 
University, in the field of international trade, the history of econom 
doctrine and statistics. 

Mr. Fountrary. Go ahead and make the comment you were going 
to make. 

Mr. Brace. 1 was going to comment for the information of the 


committee, that in some of the CCC sales for export pu rposes ! 
would like to clarify that point before L proceed—the CCC does not 
sell in the export market. They are not Carers themselves. They 
sell for export. They sell to the U.S. trade, or to other people, who 


guarantee or certify they will export it within a certain time. 

For some of the commodities, these sales are not continuous. There 
is no continuous market. The sales may be made once a month, once 
a week, or maybe they are available at any time at a fixed price, whic! 
may be higher than the competitive bid price. There is Sonsitiersisle 

variation from commodity to commodity, and from time to time as the 
CCC changes its rules. 

Mr. Micuen. To clarify the point counsel is trying to make: If I 
were an exporter, and didn’t confine my purchases to Commodity 
Credit Corporation surpluses, as a practical matter I certainly 
wouldn’t pay more than CCC’s price on anything else that might be 
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available, would I? So, as a practical matter, you couldn’t get a 
higher price in the export market than that quoted by CCC? 

Mr. Naveuton. Yes. There are a number of commodities on which 
prices are supported by CCC. CCC has acquired large stocks of 
many of these commodities, and because of the support program the 
U.S. domestic price is substantially above the world price. 

The CCC prices for export may, of course, vary from time to time, 
but nobody can afford to export such commodities from the private 
market because there may be 30 or 40 percent differential between the 
U.S. domestic price and the CCC export price; is that a correct 
statement ¢ 

Mr. Brace. Well, 1 would say generally it is correct; that a private 
businessman who is trying to subsist in our competitive system, where 
he normally expects to make a profit, would not buy from the higher 
domestic market and exist. He would go broke. 

Mr. Navenron. So that, in effect, the lowest competitive export 
market price in the United States for commodities which are supported 
by CCC is usually the CCC export price ? 

Mr. Brace. May I say that, generally speaking, if the CCC has 
enough, or sells enough material to constitute a se parate market, then 
the CCC selling price, or the price at which enough would be available 
to meet export commitments, the price at that level would constitute 
an export selling price. 

If CCC, for example, sold only 1,000 tons of a certain commodity 
during a month's period, or only had that much available for competi- 
tive bid, and someone sold in the export market 8,000 tons, I am afraid 
he would have to go to the domestic market to meet his commitment. 

Mr. Naveuton. Of course, if the commodity were not available 
from CCC, and CCC was not selling it for export, then there would 
not be a CCC export price. 

Mr. Brace. Sometimes it is not clear whether there is. It is not 
easily defined whether there is a separate encapsulated CCC export 
market or whether it has to go back to the domestic trade or the domes- 
tic source of supply. When you say “domestic source,” they mean at 
the domestic price. 

Mr. Naventon. If the commodity is available from CCC for a 
much lower price than it is available on the domestic market, and 
CCC is making sales of this commodity, then the appropriate criteria 
by which to determine whether or not this transaction is eligible for 
finane ing is the CCC export price; is it not ? 

Mr. Brace. If that commodity is available in sufficient quantities to 
supply the export demand. As I pointed out before, sometimes they 
sell only an inventory control, small amounts of material which may 
be spoiling or they want to get it out of their way, it costs too much 
to store it. They sell it considerably below the market price. But it 
does not constitute a prevailing market. It is not an organized mar- 
ket, separately from the domestic market. 

Mr. Naucuton. However, if you have a situation where a foreign 
importer could have obtained commodities from CCC at the export 
sales price, because CCC was making sales and instead paid company 

A $10 per ton, or $5 per ton more than the CCC price, then to that 
extent he would have exceeded the lowest competitive export market 
price: would he not ? 
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Mr. Buiacc. Well, I think someone would have to make an adminis- 
trative determination as to whether he could have bought that at the 
time of sale, whether it was available in the market at CCC prices. 
That is the problem we are faced with at times. 

Mr. Naveuton. There is nothing to prohibit a foreign importer 
or foreign government from obtaining commodities directly from 
CCC, is there ? 

Mr. Stewart. A foreign importer ? 

Mr. NAveuton. Yes. 

Mr. Stewart. CCC would not generally permit it. 

Mr. Naventon. Why not? 

Mr. Srewarr. CCC, I understand, has determined that the com- 
modities which it holds for export should be exported through the 
U.S. private trade. This is a policy decision within the Department 
of Agriculture. 

Mr. Nauveuton. Now, as I understand it, ICA and CCC work under 
approximately the same provisions of law with respect to utilization 
of the private trade channels. I think the law specifies that the pri- 
vate trade channels shall be used to the maximum extent practicable; 
is that correct ? 

Mr. Srewart. Our legislation has language of that sort in it; yes. 

Mr. Grant. Yes. There are several provisions. We have a provi- 
sion in the Mutual Security Act, itself, in section 413, which is a 
mandate to us. That is the general section relating to the encourage- 
ment of free enterprise and private participation. This instructs us to 
the maximum extent possible, I think the word is “practicable,” to 
utilize private trade channels in carrying out our mutual security 
program. 

In addition to that, under section 402, requiring that so much of our 
funds be expended for surplus agricultural commodities, there is a 
reference to the manner in which this is supposed to be done. That 
reference is to section 101 of Public Law 480, which in turn is a man- 
date to utilize private trade channels to the maximum extent prac- 
ticable. 

So while we have the general mandate in our law with respect to 
surplus agricultural commodities we have a double mandate. 

Mr. Founrtarn. Those provisions don’t tell you how to use the pri- 
vate channels, do they ? 

Mr. Grant. No. 

Mr. Micuex. Did I understand in answer to counsel’s question, the 
CCC is forbidden to sell to a foreign importer ? 

Mr. Stewart. It is not a question of being forbidden, but is instead 
a matter of policy arrived at within the Department of Agriculture. 

Mr. Micuex. How does that policy define a domestic concern ? 

Mr. Stewart. This is involved —— 

Mr. Micueu. If a concern had an office in New York City, would 
that make it an American exporter ? 

Mr. Stewart. I couldn’t answer that question, sir. 

Mr. Founrarn. That was a question I planned to ask later. Can 
anybody else answer the question ? 

Mr. Grant. I think, Mr. Chairman, we are trying to be as helpful 
as we can in the committee’s investigation but it should be observed 
that we are being asked questions here which are not within our gen- 
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eral expertise. We testify from our general knowledge as to our 
own functions and our own law, but we are not really experts on the 
CCC, or the rules under which it operates, so I am afraid anything 
you get from us on that subject will only be conjecture. 

Mr. Fountain. Are you suggesting that your ICA financing is 
determined by CCC policy ? 

Mr. Grant. No. 

Mr. Stewart. No, sir. 

Mr. Grant. It is determined by our policy. And our policy is re- 
sponsive to the direct mandate of the legislation. I could, for the 
committee’s information, call attention to the ‘specific sections of the 
Mutual Security Act that are concerned with this. 

Section 413, for example, is entitled, “Encouragement of Free Enter- 
prise and Private Participation.” The first sentence, or the portion of 
it relevant here, reads as follows: 

To encourage the contribution of United States enterprise toward economic 
strength of other free nations through private trade and investment abroad, pri- 
vate participation in the programs carried out under this act, including the use 
of private trade channels to the maximum extent practicable in carrying out 
such programs. 

And then with specific reference to surplus agricultural commodities, 
we have section 402 of our law which says that so much funds shall be 
used to finance the export and sale of surplus agricultural com- 
modies for foreign currencies in accordance with the standards as 
to pricing and use of private trade channels expressed in section 101 
of Public Law 480. Section 101 of Public Law 480, which is thus 
our guide for administering section 402 of the Mutual Security Act, 
says, that in negotiating sales of surplus agricultural commodities, the 
President—meaning ICA under delegations of authority—shall do 
several things. 

Section 101(b) describes one of those things as follows: “Take ap- 
propriate steps to assure that private trade channels are used to the 
maximum extent practicable, both with respect to sales from privately 
owned stocks, and from stocks owned by the Commodity Credit Cor- 
poration.” 

Mr. Fountarn. I am familiar with those provisions. 

Mr. Grant. These seem fairly clear to us. They are the basis for 
the policy which has been pursued. 

Mr. Naventon. Mr. Grant, I wonder if we could explore that a 
little bit further? I think we can all agree that the direction with 
respect to utilizing private trade channels to the maximum extent 
practicable, certainly means that in an instance where private industry 
can do the job cheaper, better, or can do it equally as well as the Gov- 
ernment can, there is a clear direction private trade channels are to be 
used. 

Would you say this policy would require you to set up new cate- 
gories of private business to cut in additional brokers, for example, 
that were not needed at all just so they could make a profit ? 

Mr. Grant. Require us to set up something that doesn’t exist ? 

I would not think that this would require the ICA to try to estab- 
lish business enterprises or procedures which did not exist. 

Mr. Naveuton. Would it require you to patronize concerns to pro- 
vide services that are not needed ¢ 
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Mr. Grant. Well, now, I think, Mr. Naughton, you are getting into 
an area of opinion. I am not prepared to ‘render an opinion on how 
comprehensive the word practicable is in this case. One might say, 
if it could be demonstrated definitively that private enterprise could 
only furnish commodities at a higher price than could be done through 
Government procurement, that this would be an indication that it was 
not practicable to use private trade channels? 

I doubt it, myself. If the Congress had had that in mind, if the 
test of practicability was cost, it seems to me it would have been 
fairly simple for Congress to have said that. But I concede this is 
something about w hich reasonable minds might differ, and a contrary 
argument might be made. 

I couldn’t offer anything more than that comment. 

Mr. Naueuron. Let’s see if we can use an example to illustrate the 
area we are operating in. 

CCC has large stocks of surplus commodities, which are being util- 
ized under the section 402 program. At the present time CCC makes a 
sale to a so-called U.S. exporter, and then another sale is made to a 
foreign importer, suppose CCC made a direct sale to the foreign 
importer. You would still be using privately owned ships, would you 
not ¢ 

Mr. Grant. Ships? 

Mr. NaveutTon. Yes. 

Mr. Gran. I presume they would largely be used. 

Mr. Naveuron. That would be titue whether or not a U.S. exporter 
had been brought into the transaction in this country. 

Mr. Grant. Yes, there is no question about that. We, as an agency, 
have nothing more directly to do with the chartering of ships than we 
do with the entering into contracts for commodities. Nevertheless 
through regulation 1, we do impose duties upon those who enter into 
those charter arrangements. 

Mr. Navewnton. CCC stores most of its stocks in private warehouses, 
does it not ? 

Mr. Grant. I don’t know. I don’t know how they operate. 

Mr. Navenron. I can state that they do. They have some of their 
own bins, but most of the storage or at least a very substantial portion 
of it is done in private warehouses. When CCC ships grain to a port, 
whether or not that is being done under contract with a foreign 
government or under a contract with a so-called U.S. exporter, they 
utilize private railroads, do they not? 

Mr. Grant. I would assume they do. I don’t know of any others 
that exist in the United States. 

Mr. Naveuton. Whether or not that contract is being handled 
government to government, or with a so-called U.S. exporter r brought 
in, the chances are that a private loading supervising company, and 
perhaps a private forwarding agent, will be utilized, will they not? 

Mr. Grant. I would suspect so. 

Mr. Naventon. The shipment may leave from private docks and 
may land at private docks in a foreign country. 

Mr. Grant. I suppose they could be private or public docks, I don’t 
know. 

Mr. Navenron. Isn’t it true, then, whether or not you have a so- 

called U.S. pene. the major portion of these operations are going 
to be handled by private enterprise anyhow ? 
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Mr. Grant. Well, you are now talking about the physical handling, 
and mind you, Mr. G hairman, I am not here pleading concerning the 
manner in which CCC should ‘conduct its operations. 

Mr. Founratn. I understand that. 

Mr. Grant. I don’t know whether CCC entertains purchase requests 
or purchase offers directly from foreign governments or from private 
foreign traders. 

Mr. Micuex. There is no liaison between your office and CCC of any 
kind ? 

Mr. Grant. Well, I won’t say there is no liaison, but in terms of 
our authorizing a foreign country to procure agricultural commodi- 
ties, there is no necessity for us to raise this question with CCC or to 

maintain any association with CCC for this purpose. 

Mr. Micuev. But it would be to your advantage, certainly, to know 
whether or not CCC is getting rid of a bundle of “X” commodity at 
such and such a time, or whether or not they 

Mr. Grant. Well, I think in general our people do know that. 

Mr. Stewart. Yes. We receive regular notices of the commodities 
which CCC has for sale. 

Mr. Micuen. The thing we are driving at is that from what infor- 
mation the committee has, and from what I gather, it appears that 
your agency, on one hand, and CCC on the other, both supposedly 
want to work in harmony and save as much money as you possibly 

can, but are in a situation where the left hand doesn’t know what the 
right hand is doing, and it obviously isn’t in the best interest of the 
Government. 

Mr. Grant. I don’t think that is true. I want to be responsive to 
Mr. Naughton’s earlier question, when he asked about the participa- 
tion in any event of private interests. I think he described a number 
of them. I think those were transporters and physical handlers of 
different types. 

I don’t know, Mr. Naughton, whether the CCC is engaged in the 
business of having direct dealings—business dealings in “the negotia- 
tions of sales contracts—with foreign governments or with private 
foreign importers, nor do I know the extent to which they would have 
to set up an organization, a sales organization, if they wanted to do 

that if indeed they are not doing it now. 

I think that in ‘the course of our discussion here, we have sometimes 
talked about a comparable export price, and we spoke about the CCC 
sales price as being the export market price. 

In the interests of completeness we would have to recognize that if 
CCC sells to U.S. exporters for export a certain amount of goods, 
CCC must sell it as a price which anticipates that that exporter will 
charge something more than when he resells it. 

Indeed, if the « exporter isn’t going to charge something more than 
he buys it for, one wonders why he is engaged i in the operation at all. 
So I would assume that when we speak of comparable export market 
price, that we wouldn’t be speaking about a price at which CCC sells 
to somebody who is going to put a mark-up on it for purposes of mak- 
ing a resale. 

Mr. Naverron. Isn’t the lowest competitive export price in the 
United States the CCC price, and not somebody else’s price with a 
mark- i 
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Mr. Grant. I don’t know. Can you tell to me whether in fact CCC 
sells or will sell to foreign buyers / 

Mr. Navenrton. I imagine 

Mr. Grant. You see if they don’t, we are characterizing something 
as an export market price that doesn’t exist. Indeed, the very system 
contemplates that the CCC price will not be the price at which the 
export market sales are to be made, unless exporters are doing it for 
nothing. 

Mr. Naveuron. I think there has been previous testimony by repre- 
sentatives of the ICA before the Congress giving the impression that 
foreign governments and foreign importers were permitted to obtain 
these commodities directly from the CCC. 

Let me read from the hearings on mutual security appropriations 
for 1956. This is the testimony of Mr. Van Dyke and Mr. Murphy. 
Mr. Murphy is the comptroller. Can anyone tell me what position 
Mr. Van Dyke occupied ¢ 

Mr. Stewarr. Mr. Van Dyke currently is the director of the Euro- 
pean North African Division. 

Mr. Grant. I think he is director of the Office of African and 
European Operations. 

Mr. Naventon. I will read this testimony verbatim. 





Mr. FERNANDEZ. In respect to agricultural commodities, you say the com- 
modities are purchased from the Commodity Credit Corporation with the moneys 
appropriated here? 

Mr. VAN Dyke. We provide the money for the foreign government which in 
turn, may purchase as it wishes. We do not confine them to the Commodity 
Credit Corporation. 

Now, [ ask you, wasn’t that calculated to give the impression to the 
Congress that most of these commodities are coming directly from 
the Commodity Credit Corporation to the foreign government, or to 
the foreign importer / 

Mr. Grant. Well, Mr. Naughton, I wouldn’t draw that inference, 
but this is a question—the record there speaks for itself. I don’t 
think Mr. Van Dyke was trying to mislead the committee, nor in 
fact, do I think that he did so. I would have construed his remarks 
to mean that when we issue a procurement authorization, we allow the 
foreign government to procure that agricultural commodity in the 
United States in the most expeditious and most reasonable way it 
can, and we don’t insist that it go to, or that the specific quantities 
of surplus agricultural commodities that it buys come directly from, 
CCC stocks, but it must come from the United States. 

Mr. Fountrary. Mr. Stewart. 

Mr. Stewart. I think I can clarify some of the points that are 
being raised here. 

There was a time duri ing the life of ICA and its predecessor agen- 
cies when agricultural commodities were being procured almost wholly 
from the Commodity Credit Corporation. This dates back to 
the time that agricultural commodities were scarce in the world, and 
this procedure continued to some extent after such commodities be- 
came surplus. 

But the agency then, under the mandate from the Congress, changed 
its type of procurement from procurement through CCC to procure- 
ment through the private trade. 
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Now this change was gradual. As we phased out of government- 
to-government procurement, there were cases, because we had doubts 
that the busines would be performed satisfactorily, in which we did 
not permit certain countries to shift to private trade procurement. 

Now, important here, I think, is that during the time that we 
were financing procurement from CCC, these sales were not from CCC 
to the private trade in the foreign country, but instead were gov- 
ernment-to-government transactions. 

Now, this involves the broad question of what direction the United 
States desires to go in encouraging other foreign governments to en- 
courage private enterprise. 

But in any event, under congressional mandate we phased out of 
this kind of a procurement and into procurement through the private 
trade. In recent years, our financial procurements have been almost 
wholly through the private trade. The Commodity Credit Corpora- 
tion recently, supplied wheat flour to Bolivia under our authorization, 
but this, too, is expected to be discontinued. 

Mr. Micuer.. Mr. Bacon, did I understand you in your earlier tes- 
timony to say that your accounting procedure involved only a post- 
audit 4 

Mr. Bacon. We do some preaudit, on particular transactions in 
which there may be some question which arises, as for example, may 
be on the case of a public tender where the Government itself, the 
cooperating country government is buying on a formal invitation to 
bid procedures. Questions may come up. We may be asked to review 
the invitation, or possibly get information on the awards. Quite a bit 
of our review, in certain periods, may be of that type. 

Mr. Micnet. Notwithstanding the fact you have only been in this 
spot a little over a year, I am just wondering if maybe the accounting 
procedure could not have stood a little tightening up. In view of this 
transition from Government transactions to private industry, maybe 
a little bit more work in the way of preaudit would be somewhat 
revealing. 

Mr. Bacon. I would say a very substantial part of the total time 
in the Branch is devoted either to preaudit or examination of proce- 
dures and procurement policies of the procuring countries in order to 
develop guidelines to improve their procurement practices. 

Mr. Micue.., What would you say the number of people was that are 
involved in this type of work ? 

Mr. Bacon. This type of work is done primarily by the senior staff. 
I would hesitate to make an estimate of the proportion of their 
time. It might be as much as a third or even more on some occasions. 
It varies from time to time, depending on situations that develop, and, 
of course, since there are some 60 countries with programs involving 
in many cases either public procurement or involving problems in 
their commercial business, we have a continual flow of work of that 
kind. 

Mr. Micuer. On this question of 

Mr. Bacon. It is a matter of spreading ourselves as best we can. 

Mr. Micnev. Getting back to clear up an earlier question, on page 2 
of your testimony, you suggest that there is a country or several coun- 
tries where there is a higher incidence of violation of regulation 1. 
Do you care to identify the country or countries where there is a 
higher than average incidence of violation of regulation 1 / 
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Mr. Bacon. I would say the countries which are relatively under- h 
developed and have either in their government procurement less the 
sophistication, or in the commercial community less knowledge of — was 
commercial matters, are the countries in which we find these at 
occurrences. dir 

Mr. Micuet. Would you say this would be predominantly in the h 
Asian theater ? by 

Mr. Bacon. Yes, I would. his 

Mr. Micnet. That is all I have. Thank you, Mr. Chairman. Sec 

Mr. Navcuton. Mr, Stewart, getting back to this transition that eat: 
you talked about. You are not suggesting that was obligatory under (C 
the Mutual Security Acts of 1953 and 1954, are you? out 

Mr. Stewart. No. wa: 

Mr. Navucuron. In other words this was a In 

Mr. Stewart. No, this is a matter of policy. sur 

Mr. Navucuton. In other words, this was an agency decision, and fyr 
not a mandate from the 83d Congress—— yo 

Mr. Stewart. Yes. bu 

Mr. Navenron. ——that caused you to swing around. } 

Mr. Stewart. My impression is Ta 

Mr. Nauvcuron. | wanted to make that clear, because this testimony 1 
that I read to you is on June 24, 1955, which was a full year after me 
the passage of the Mutual Security Act of 1954. err 

Now, let me read this again: Un 

Mr. FERNANDEZ. In respect to agricultural commodities, you say the com- me 
modities are purchased from the Commodity Credit Corporation with the moneys wo 
appropriated here. the 

Mr. VAN Dyke. We provide the money to the foreign government which in 
turn purchases as it wishes. We do not confine it to the Commodity Credit om 
Corporation. cul 

That suggests, does it not, that foreign governments were perfectly ot! 
free to contact the Commodity Credit Corporation, for purchase of a 
these surplus agricultural commodities ? ve 

Mr. Srewarr. I am not familiar with Mr. Van Dyke’s testimony, baie 
but I can say that at that time, as now, when we issue a procurement th: 
document (i.e., a “procurement authorization” in case we are author- a 
izing procurement from the private trade, and a “procurement : 
authorization-purchase request” if we are authorizing procurement 
through the Department of Agriculture), we know whether procure- 
ment is or is not to be from CCC. Under the procurement authoriza- im 
tion, the foreign government could not buy direstty from the CCC. sta 
Under the PAPR, procurement would be from CCC and the import- a 
ing agency could not buy from private trade. So at least when the Cy 
procurement authorization document is issued, it would be known “a 


which type of procurement was to be undertaken. 

Mr. Naveuton. Well, this testimony says that— 

We provide the money to the foreign government which in turn may purchase 
as it wishes. We do not confine it to the Commodity Credit Corporation. 

That indicates very clearly, does it not, that the foreign government 
was free to purchase from the Commodity Credit Corporation ? to 

Mr. Founvarn. It is pretty hard for him to interpret what another — my 
witness had in mind at the time he was testifying. He might have fo 
been shortcutting the procedure and saying we don’t confine them to 
purchase of commodities through private channels from the CCC. 
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Mr. Grant. He may, Mr. Chairman, have been really referring to 
the source of the commodities available, that is, whether the money 
was restricted to commodities which had come from CCC stocks, 
rather than literally meaning that the foreign government had a 
direct personal business relationship with the CCC. 

Mr. Founratn. I find the same situation appearing in testimony 
by Mr. Murphy in answer to questions of Congresswoman Kelly, in 
his appearance before the Foreign Affairs Committee on the Mutual 
Security Act of 1958, AJl the way through there were answers indi- 
cating inferentially, at least, that the ICA deals directly with the 
ccc. In a number of instances they refer to actual dollars checked 
out of the Treasury being paid to CCC for their stocks. Mrs. Kelly 
was asking questions about 402 operations for a different purpose, but 
I notice in one of his statements Mr. Murphy said, “We buy those 
surpluses in the first instance from the CCC. We use_ the dollar 
funds of the ultimate benefiting country to pay the CCC.” I think 
you would have to construe th: at language, as an indication the ICA 
buys from the CCC and pays dollars. 

Mr. Grant. No. There are several instances, Mr. Chairman, where 
Iam sure this is exactly the case. 

You see in some situations you may have a government procure- 
ment agency, shall we say the India Supply Mission. It is a Gov- 
ernment agency. It may or may not deal with private traders in the 
United States. It might be possible on a government-to-govern- 
ment basis for it to procure directly from the CCC. In that case we 
would issue, instead of the usual procurement authorization, which is 
the normal document which sets in motion the whole process of pro- 
curement with our funds—we would issue what is known as pro- 
curement authorization purchase request. That is addressed to an- 
other government agency. In this case if it were for these products, 
it would be the CCC, and transfer which CCC would make under 
that type of a document, shall we say to the India Supply Mission, 
would be paid for by ICA with direct payments to the CCC. 

Mr. Founratn. The result is that the ICA would pay less for it 
than they do under these other arrangements we have been talking 
about ? 

Mr. Stewart. Not necessarily. 

Mr. Fountain. Well, when you go through private channels you 
pay a markup, and in many instances I imagine it has been sub- 
stantial. 

Mr. Srewarr. Yes. Generally speaking we also paid what in effect 

was a markup if the procurement was direct from the Commodity 
Credit Corporation. In other words, they added a percentage to 
cover it. 

Mr. Fountarn. That went back to the taxpayers? 

Mr, Stewart. Yes, of course, it would. Now, then 

Mr. Fountarn. What you are saying is, it is a matter of policy. 

Mr. Srewarr. Yes. 

Mr. Fountain. And the policy has been changed to make these sales 
to private concerns, and ICA in turn pays private concerns for com- 
modities which they have purchased from CCC on behalf of the 
foreign government. 
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Mr. Srewarr. Yes, back in the days when we were procuring 
through the Commodity Credit Corporation, and also procuring 
through the private trade, it was then difficult for us to determine 
which of these methods was least costly. Matters of judgment are in- 
volved in this determination. I would say that back at that time, 
when, owing to the differences in the way that the transactions were 
made, if the market price was on its way down, there was a tendency 
in this case to pay more to Commodity Credit Corporation, whereas 
if the market trend was upward there was a tendency to pay less to 
Commodity Credit Corporation, This is owing to the differences in 
the way the sales were made. In one case with the private exporter 
dealing with futures markets, he is protecting himself in the futures 
market, with shipment taking place some month or so after the sale was 
made it made a difference in the way he priced. So there was this 
general trend. But we were unable at that time to determine that one 
or the other of these two methods was more or less costly. 

Mr. Grant. Mr. Chairman, I would just like to add, since it seems 
to me in Mr. Stewart’s very statement here we have an illustration of 
an earlier point: I think we all, for the sake of speed of expression, in- 
dulge in an ellipsis occasionally, and Mr. Stewart has done just that 
when he said, “when we procure.” Our formal statements already 
point out more exactly that, in general, we don’t procure; we finance 
procurement. It could be the same kind of an ellipsis which char- 
acterized Mr. Van Dyke’s statement when he says the foreign govern- 
ments get from the CCC. 

Mr. Founrary. We understand that, and I think it is useful to ask 
these questions for the record to clarify this situation because frankly 
I am convinced on the basis of conversations I have had with Members 
of Congress, that a great majority of the Members of Congress do not 
know the ICA pays a markup on commodities which come from CCC 
and are shipped abroad under section 402. 

I fhink they have the impression that you have some arrangements 
with foreign governments, possibly through an agent of theirs who 
acts for them in getting these commodities, but that the ICA simply 
reimburses the CCC for the export price. I think that is the opinion of 
a great majority of the Members of Congress. And of course it raises a 
question as to why that sort of operation could not be carried out with 
the least possible expense, because these surplus commodities are al- 
ready a loss to the taxpayers. While all of us are in accord with 
the principle of not having government compete with private enter- 
prise, except where Government can do the job better and in the public 
mterest, here you have a different situation. 

Where the taxpayers have already sustained the loss, a lot of us 
have a question in our minds as to whether or not that loss should be 
increased by these procedures by which private trade buys from CCC 
and then sells the CCC commodities under ICA financing for the 
benefit of foreign governments at a price substantially higher than 
the price paid CCC. Do you see the point I’m making? 

Mr. Srewarr. May I make just the one point in connection with 
this matter ? 

Mr. Fountain. Yes. Go ahead. 

Mr. Stewart. I am sure we all understand, but I want to say it 
for the record. The private firm which buys from CCC does have 
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expenses in connection with the delivery of the commodity which 
CCC does not now have but would if it were delivering the com- 
modity. So part of this so-called mark-up covers expenses—neces- 
sary expenses, 

Mr. Founratn. In some cases CCC pays the transportation to the 
port too, does it not ? 

Mr. Srewarr. Well, yes, CCC generally delivers the commodity 
at the port city but does not deliver aboard vessel. 

Mr. Fountatn. I would like to put this in the record. Section 
522-B-2 of the Mutual Security Act provides that— 

Any officer of the United States performing functions under this act may 
utilize the services and facilities of, or procure commodities from, any U.S. 
Government agency as the President shall direct, or with the consent of the 
head of such agency. 

Section 522-B authorizes reimbursement of such agency from funds 
available under the act, and specifies that such reimbursements shall 
be at replacement cost, or if required by law, the actual cost, or at any 
other price authorized by law and agreed to by the owning or dis- 
posal agency. 

I wonder if you would comment, Mr. Grant, or you, Mr. Stewart, 
on that particular act, and what that is designed to cover, that par- 
ticular section of the act? 

Mr. Grant. This is an authority, Mr. Chairman, which the agency 
uses right along. 

Indeed, several agencies of the Government are utilized for pur- 
poses of procurement. 

Supposing for example we get a request form country “X” to pur- 
chase a certain type of equipment. "Subrioatt this country doesn’t 
feel that it is really qualified, that it has enough local experts to buy 
this equipment intelligently. 

It may indicate that fact to us, and ask us in effect, for help in 
arranging this procurement. In those situations instead of issuing 
the normal type of a PA, which would authorize the country itself 
to go out and procure, we would, at their request, ask the GSA to 
undertake this eee and we would issue an appropriate docu- 
ment to the GSA, which at our request and on behalf of the count 
would go out in the United States or possibly foreign market to er 
that particular equipment, and would supply it to the country. 

That is normally done on a government-to-government basis, 
though. I know of no instances where the GSA or another agency of 
the government would undertake these activities directly with a for- 
eign private enterprise. The foreign government might, of course, 
after it got such equipment make it available to a private enterprise 
within the country. But this again is the government-to-government 
sort of thing which we have felt is not the most efficient and effective 
way to achieve the full objectives of the program which we are trying 
to carry out. 

Mr. Fountatn. That is one of the things we are trying to find out. 
Weare glad to get the benefit of your thinking on it. 

In view of these two sections, 522-B and 522-D, it is true that under 
section 402 you do have the authority to deal with other governments 
directly. 

Mr. Grant. Yes. 
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Mr. Founrary. And you are not saying you don’t have that 
authority ? 

Mr. Grant. No, not at all. 

Mr. Naueuron. Along that line, Mr. Stewart, what would you say 
is the average markup on agricultural commodities from the time 
they leave CCC and are financed by ICA? 

Mr. Srewarr. I wouldn’t be able to comment intelligently on the 
question. 

Mr. Naveuton. Mr. Blagg, you are in the Price Branch, I should 
have addressed that question to you: What would be a reasonable 
markup from the CCC price to the ICA financed price ? 

Mr. Brace. Are you talking about dried milk or are you talking 
about wheat ; it makes a good deal of difference. 

Mr. Naueuton. Well, let us talk about wheat. 

Mr. Buace. I think it would be beneficial for the committee’s in- 
terest in this thing to understand how wheat is sold under CCC 

Mr. Naveuton. Let’s see if we can simplify it, because time is run- 
ning short. What would you think would be a reasonable markup as 
a percentage of the CCC selling price on a bushel of wheat? 

Mr. Buiace. We don’t deal in terms of profit or markup. We deal 
in terms of the prevailing market price. If wheat is selling for—say 
$2.20 a bushel on the domestic market, and the subsidy for that day is 
60 cents, we subtract the 60 cents from the domestic market price and 
that is the export market price, and that is the way the subsidy is de- 
termined originally. We do not consider whether there is a markup 
or not. The supplier may take a loss on the sale, if he is imprudent in 
his own procurement. 

Mr. Navcuton. Let us take a commodity that up until recently has 
been coming mostly out of CCC stocks. How about cotton ? 

Mr. Buacea. I don’t know anything about cotton at all. 

Mr. Navucuton. Barley. 

Mr. Buace. Barley ? 

Mr. Navueuton. Yes. 

Mr. Biace. What is the usual markup? 

Mr. Navueuron. Yes. In other words, CCC makes sales of barley 
for export. If CCC is selling barley at 60 cents for export, what 
would be a reasonable markup for the U.S. exporter ? 

Mr. Buace. I don’t know. 

Mr. Naucuron. Have you analyzed any barley transactions? 

Mr. Buiacc. Yes; we arrived at it in a different manner which the 
committee I think would be interested in. 

Mr. Navucuron. Isn’t the actual CCC price the true basis on which 
you are to judge a transaction under regulation 1? 

Mr. Brace. It is the base on which we are to establish the market 
price. Is that clear to the chairman ? 

Mr. Bacon. Are you using the term export price in the sense of 
acquisition cost ? 

Mr. Naucuron. I am using the price at which CCC will make sales 
of barley for export. 

Mr. Bacon. A particular sale? 

Mr. Brace. That is not distinctly an export price. That is a sale 
made to someone domestically for—under the conditions they have to 
export to or pay a penalty. 
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Mr. Navenron. That is the U.S. export market price, is it not? 

Mr. Brace. Not exactly, because that has a price range. It may be 
sold today for $1.38, tomorrow it may be $1.49, the day after tomorrow 
it may be $1.26. The sales are discontinuous. They are not an 
organized market such as you see quoted in the paper for wheat and 
other things in the domestic market. It takes some determination to 
determine whether or not there was enough offered at a price level 
under competitive bids to constitute an export market price. 

Mr. Navucuton. Asa matter of fact the CCC 

Mr. Brace. Let me give a more simple example. If the Army was 
disposing of some surplus j jeeps, they had 1,000 jeeps for sale and they 
sold them for $1,0000 each because that it what the bidders were 
willing to pay. ‘The $1,000-price for jeeps would not constitute an 
export t market price for a jeep. 

Mr. Naveuron. Let’s phrase the question a little different way. 

How much do you think would be a normal amount for a U.S. 
exporter to add on to a bushel of wheat to cover his profit? 

Mr. Buiace. What do I personally think, is that what you are asking 
me ? 

Mr. Naveuton. In other words, how much profit are these people 
making per bushel on their transactions? 

Mr. Fourarn. Let's get the question. You first asked him how much 
you thought he should make, the next question was, you asked him 
how much they were making. 

Mr. Brace. I was going to answer, if I may, Mr. Chairman, by 
what is customary in the trade, as near as I have been able to ascertain 
in the short time I have been in this job. 

I would like to qualify my remarks by saying that I handled some 
400 different commodities in various degrees and grades and types, in 
packaging, and soon. I cannot be an expert or a specialist in all. 

But with the sources I have consulted, and I have checked one 
against the other, in wheat, on a clean sale—this is highly qualified— 
where their letter of credit was open prior to them having to enter the 
market, there is no risk involved, there are no performance bonds that 
they have to finance, and various other things which determines the 
sale, that they usually consider a fourth of a cent a bushel does not 
quite cover their overhead in making a sale. They have told me that 
at a half a cent they usually break even and can stay in business, and 
at one cent a bushel markup over their full acquisition cost—this in- 
cludes all their overhead—that they are delighted to have that much 
profit. That is the cur rent talk of the trade. This is not my opinion 
and my analysis. 

Is that clear? 

Mr. Naucuton. On wheat, then, the customary 

Mr. Brace. This is in an organized market where they buy and 
sell, and they make a larger percentage of their profit by buying and 
selling in the domestic market, not on the export sales themselves. 

Mr. Naveuton. So the markup there might be less than one-third 
ofipercent. In other words, a half a cent on wheat. 

Mr. Fountatn. He said they could break even. 

Mr. Buaae. They could break even at one cent. 

Mr. Naveuton. It is less i 1 percent. 

Mr. Buiaaa. Yes, less than 1 percent. That ison wheat. 
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Other commodities obviously it is different. I think that these cus- 
tomary markups are established by the competition. I mean no man 
can stay in business if he wants, for example, if he asks for a $500 

rofit when everybody else is selling for a $300 markup over the cost. 
That is part of our competitive system. 

Mr. Founrain. We got a little ahead of ourselves, but I want to be 
sure to give you an opportunity to make an intelligible record in con- 
nection with all of these procedures, so we will all understand just 
what the situation is. 

Mr. Bacon, suppose you go ahead where you were. 

Mr. Bacon. I think’ I was at the bottom of page 3. 

It is difficult to give a quantitative or a qualitative estimate of the 
effectiveness of ICA price analysis. The statistical record of claims 
placed and recoveries obtained from cooperating countries and sup- 
pliers does not convey the whole picture. It fails to reveal the pre- 
ventive effect of the activities in procurement review and the 
guidance given to cooperating countries before procurement occurs. 
Nevertheless the record of claims made is not unumpressive. From 
the beginning of the mutual security program through March 31, 
1958, the Procurement Analysis Branch claims placed for overpricing 
and related procurement irregularities totaled $188 million. In this 
period the claims for agricultural commodities totaled $15.5 million. 
Our efforts in this field have received some public recognition as 
shown by the attached editorial from the Saturday Evening Post. 

(The editorial is as follows :) 


{From the Saturday Evening Post, Aug. 30, 1952] 
HERE IS ONE MONEY-SAVING U.S. BuREAU 


One small unit in the Washington office of the Mutual Security Agency is 
perhaps typical of the unglamorized Federal bureau which is doing its job 
quietly and efficiently, but earns few plaudits in the process. The reference is to 
the 19-man price-analysis branch of the MSA, which has the enormous task of 
examining every foreign-aid contract to make sure that American dollars are 
properly expended. 

By the time these 19 bureaucrats had looked over $3 billion worth of these 
contracts a few weeks ago, they had uncovered improprieties that resulted in re- 
funds of more than $39 million to the Federal Treasury. Marshall-plan countries 
and suppliers have been required to turn back money to the United States for a 
number of reasons. Most of the refunds resulted from careless foreign pur- 
chases of goods in the United States at premium prices. Other refunds followed 
the discovery of contract breaches as to quality, commissions or MSA financing 
terms. 

Our Federal service could regain some of its lost stature if all its representa- 
tives, at home and abroad, took an equally vigilant attitude. 


Mr. Founrarn. I notice it is now a quarter after one, and obviously 
we are not going to be able to finish before lunch, so if it is all right 
with you we will take a recess at this time. 

The subcommittee stands recessed, subject to the call of the Chair. 
(Whereupon, the subcommittee was recessed, subject to call.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


THURSDAY, JULY 17, 1958 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m. in the hearing room, George 
Washington Inn, Hon. L. H. Fountain (chairman “of the subcom- 
mittee) ‘presiding. 

Present: Representatives Fountain, Holifield, Dwyer, and May. 

Also present: James R. Naughton, subcommittee counsel. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that a quorum is present. 

Inasmuch as this is a continuation of hearings begun earlier this 
month and since the witnesses present here today were present then, 
I shall not repeat my opening statement other than to emph: size that 
our purpose is to obtain information for our record concerning the 
extent and the nature of ICA financing of agricultural commodities 
sold or subsidized by CCC. 

We want to determine whether unjustified windfall profits have 
been made by exporters through dealings with these two Government 
agencies on the same commodities, and if so, whether such windfall 
payments can be recovered. 

We are happy to have back with us this morning Mr. Marvin A. 
Bacon, Chief of the Procurement Analysis Branch, Office of the 
Controller; and Mr. Alva H. Blagg, Supervisory Business Analyst, 
Agriculture and Pharmaceuticals, Procurement Analysis Branch; 
Mr. John Shute, C hief, Financial and Procurement Methods Division 
and Mr. Leslie Grant of the Office of the General Counsel. I under- 
stand that Dr. D. A. Fitzgarald, Deputy Director for Operations of 
the International Cooperation Administration, will be with us later 
this morning. 

I might say that the Director of ICA, Mr. James H. Smith, Jr., had 
been scheduled to testify today and had we insisted, he would have 
made every effort to be present. However, because of recent de- 
velopments in the Middle East, we did not feel justified in insisting 
that Mr. Smith be here. Dr. Fitzgerald may, in all probability, be 
able to answer most of the questions which we had in mind for Mr. 
Smith. 

We will go ahead with the other witnesses, and should it be neces- 
sary we can always reschedule Mr. Smith at some future date. 

I believe Mr. Bacon had not finished reading his prepared state- 
ment when we had to adjourn the last hearing. At that time, I believe 
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we agreed the remaining part of his statement would become a part 
of the record and from that point on we would begin our questioning. 
That is the way we will begin, unless there is some particular portion 
of the remainder of your statement that you would like to invite 
to our attention, Mr. Bacon. 


STATEMENT OF MARVIN A. BACON, CHIEF, PROCUREMENT ANAL- 
YSIS BRANCH, OFFICE OF THE CONTROLLER, INTERNATIONAL 
COOPERATION ADMINISTRATION; ACCOMPANIED BY ALVA H. 
BLAGG, SUPERVISORY BUSINESS ANALYST, AGRICULTURE AND 
PHARMACEUTICALS, PROCUREMENT ANALYSIS BRANCH; JOHN 
SHUTE, CHIEF, FINANCIAL AND PROCUREMENT METHODS DIVI- 
SION; AND LESLIE GRANT, OFFICE OF THE GENERAL COUNSEL 


Mr. Fountarn. I understand Mr. Bacon has a supplementary state- 
ment, and inasmuch as it is not too long, he might go ahead and read it 
at this time. 

Mr. Bacon, If I may, I think it might clarify certain points in the 
record. 


AUTHORITY AND PROCEDURE FOR RECOVERY 


Mr. Bacon. One of the documents required for reimbursement in 
ICA-financed transactions is the supplier’s certificate (see p. 30 of the 
attached copy of ICA Regulation 1). This certificate provides that 
the supplier— 

* * * will promptly make appropriate refund to ICA upon request of the 
Director in the event of his nonperformance, in whole or in part, under said 
contract, or for any breach by him of the terms of this certificate. 

Other provisions of the certificate relate directly to compliance 
with the price provisions of the regulation. The certificate further 
provides that— 

False statements herein are punishable by U.S. law. 


In the event of violations of the regulation by the supplier, ICA 
may present a claim to the supplier or, where appropriate, refer the 
matter to the Department of Justice for their action. 

In some instances, price violations may occur which involve im- 
proper procurement by the cooperating country as, for example, when 
an award is not made to the lowest responsive bidder. In this type 
of case, ICA’s remedial action would be a refund request directed to 
the cooperating country. In accepting the authorization for the ex- 
tension of aid, the country agrees to comply with the provisions of 
ICA Regulation 1. One sections of this regulation [201.6(D) ] reads 
as follows: 


Refund to Director—(1) Obligation of cooperating country. The cooperating 
country will pay promptly to the Director upon demand the entire amount 
reimbursed (or such lesser amount as the Director may demand) whenever full 
documentation is not furnished within the specified time, or whenever it appears 
to the Director that the documentation submitted by or on behalf of the coop- 
erating country (or any approved applicant named in a letter of commitment) 
does not support the expenditure for which the reimbursement was made, or 
whenever the Director determines that the reimbursement was improper as 
being in violation of any of the provisions of the act, any acts amendatory 
thereof or supplemental thereto, any relevant appropriation acts, or any rules, 
regulations, or procedures of ICA promulgated under any of said acts. 
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POLICY WITH RESPECT TO UTILIZATION OF PRIVATE TRADE CHANNELS 


The Mutual Security Act of 1954 as amended, section 413(a) states 
as follows: 

The Congress recognizes the vital role of free enterprise in achieving rising 
levels of production and standards of living essential to the economic progress 
and defensive strength of the free world. Accordingly, it is declared to be the 
policy of the United States to encourage the efforts of other free nations to 
increase the flow of international trade, to foster private initiative and compe- 
tition, to discourage monopolistic practices, to improve the technical efficiency of 
their industry, agriculture and commerce, and to strengthen free labor unions; 
and to encourage the contribution of United States enterprise toward the eco- 
nomic strength of other free nations, through private trade and investment 
abroad, private participation in the programs carried out under this Act (in- 
cluding the use of private trade channels to the maximum extent practicable 
in carrying out such programs), and exchange of ideas and technical informa~ 
tion on the matters covered by this section. 

In line with this clear directive of the Congress, ICA in carrying 
out its programs strives to maximize the use of private channels of 
trade. The agency’s methods of operation have been devised to en- 
courage free private enterprise to become an active partner with the 
Government in attaining the purposes of the mutual security pro- 
gram. We believe that this policy not only results in the more effi- 
cient and expeditious conduct of our program but that it also serves 
as an important object lesson to the foreign countries in which we are 
seeking to encourage the free-enterprise system. 

Encouragement of free enterprise requires training of a skilled 
nucleous of competent personnel both in the public and private sectors 
of the cooperating country. This training can perhaps best be accom- 
plished by utilizing private trade channels to the maximum extent. 
Purchases by ICA or other U.S. Government agencies contribute 
nothing to the cause of increased competence for participation in 
foreign trade by the cooperating country and its nationals. 

While it may be true that in some instances private trade channels 
cost more for an individual transaction, the administrative expense 
of duplicating in a Government agency the staff and efforts of private 
business organizations in export can scarcely be estimated. Further, 
it is not always true that private trade channels are more expensive. 
This policy of ICA has been incorporated in regulation 1 [See. 
201.2(B) ]: 

In general, the fact that a particular purchase is to be paid for by ICA will 
not basically affect the way in which an importer or supplier does business. 

ICA has never felt that agricultural commodities are any excep- 
tion to this general rule. Indeed the language of section 402 of the 
Mutual Security Act states that the funds are to be used— 

* * * in accordance with the standards as to pricing and the use of private 
trade channels expressed in section 101— 

of Public Law 480. The pertinent section of Public Law 480 states 
that the President in negotiating sales agreements— 

* * * the President shall * * * take appropriate steps to assure that private 
trade channels are used to maximum extent practicable. 

In order to clarify points which came up at the last hearing, I should 
like to make the following statement concerning methods and pro- 
cedures for evaluation of prices at which ICA finances agricultural 
commodities. 
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As we indicated in Mr. Jameson’s letter and in my statement of 
July 2, most agricultural commodities are covered by those provisions 
in ICA regulation 1 which apply to listed commodities. These are 
commodities for which there is an organized market with fairly con- 
tinuous quotations from day to day for spot or future sales. The basis 
of the price test for such commodities under the regulation is the 
U.S. domestic price and this, of course, must be adjusted for necessary 
costs relevant to the export sale. Included in the group of listed com- 
modities are those which represent the bulk of ICA-financed surplus 
commodities. Some surplus agricultural commodities are priced 
under the section of the regulation which covers unlisted commod- 
ities. Included in the unlisted group are dairy products such as 
nonfat dry milk, butter, and cheese, and other manufactured agri- 
cultural products. These commodities are covered by provisions of 
the regulation which apply price tests that are tailored to a different 
type of market. This market is one in which at any given time there 
are price variations from producer to producer and from one exporter 
to another reflecting trade practices, product branding, and competi- 
tive conditions. The basic price test for unlisted commodities is the 
price which the exporter has been charging for a comparable sale of 
the same or a similar commodity at the time of the ICA-financed con- 
tract. By adopting this pricing standard, ICA has accepted the mar- 
ket conditions which governed non-ICA-financed sales. 

To particularize with respect to-the ICA policy and procedure for 
evaluating prices of listed commodities, we call attention to the fact 
that the regulation sets as the maximum price for these commodities 
the price prevailing in the United States in comparable sales of the commodity 
at the time of purchase as evidenced by current bid and ask quotations in the 
appropriate market adjusted by costs customarily and necessarily incurred in 
making the export sale. 

The “appropriate market price” is the U.S. domestic price. This 
price when adjusted for export costs is the export price eligible for 
ICA financing. 

For certain surplus commodities the world market price is below the 
U.S. domestic price and the Department of Agriculture establishes an 
export subsidy which approximates the difference between the U.S. 
domestic price and the world price at that time. This subsidy is taken 
into account in ICA price review by deducting the amount of the sub- 
sidy from the prevailing U.S. domestic price to arrive at the price, 
which with adjustment for necessary export costs could be permitted 
under regulation 1. 

For some commodities, the export subsidy is reflected in the differ- 
ence between the price at which CCC is selling to exporters and the 
U.S. domestic price, and this difference is deducted from the appro- 
priate domestic market price as part of the adjustment to the export 
price. Other adjustments would be made for the necessary costs of 
an export sale. Ta 

At this point it should be emphasized that the CCC selling price is 
not the export price. The export price in both ICA-financed and 
non-ICA-financed agricultural transactions is the price charged by 
exporters, and this price may be above the CCC sales price on any 
given day. 

One final point should be emphasized. The ICA Regulation 1 ap 
plies to the market price at the time the ICA-financed contract is made. 
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It does not apply to the price at time of delivery nor to the supplier’s 
acquisition cost which may have been determined sometime prior to or 
after the ICA contract date. 

I might add that there is a qualification on this rule if the contract 
calls for escalation or other contract price adjustments. 

The regulation, therefore, is not concerned with the profits or losses 
which an exporter may realize by speculating on a change in prices 
before or after he makes his ICA-financed contract with the cooperat- 
ing country or its importer. Such profits or losses are the results of 
bearing speculative risks and are an essential element in our free enter- 
prise economy. Speculation of this type is serving a basic economic 
function. It has the effect of reducing price fluctuations between pe- 
riods of time by carrying supplies from times of abundance to times 
of scarcity or vice versa. 

Mr. Fountary. Thank you very much, Mr. Bacon. 

I should like to remind the members of the committee that if at 
any time during my own questioning a question occurs to you that 
you want to ask, please do not hesitate to interrupt. 

Mr. Naughton. 

Mr. Naveuton. Mr. Bacon, is this supplementary statement, in- 
tended to change in any way your previous testimony ? 

Mr. Bacon. To the extent that it may clarify, elaborate, or sup- 
plement. 

Mr. Navuerron. Clarifying, elaborating, and supplementing 1 is not 
necessarily changing. Do you think there is anything in this sup- 
plementary statement that is contrary to your previous testimony ? 

Mr. Bacon. I do not think so. 

Mr. Naverrron. The implication I got from the previous testimony 
was that ICA would not fmance transactions at more than the export 
price; is that correct? 

Mr. Bacon. Well, we are talking here about the domestic price 
adjusted to an export basis. 

Mr. Naventon. And I take it when you adjust it to an export basis 
it means that if CCC is paying a subsidy on that commodity you 
would subtract that piney from the amount you finance? 

Mr. Bacon. That is what I just said in this statement. 

Mr. Navenron. I note you say the CCC selling price is not the 
export price. Is it not the policy of ICA that foreign importers are 
required to purchase commodities at the lowest. competitive price 
available to them ? 

Mr. Bacon. That is directed to importers; that is correct. 

Mr. Navearron. In the case of dairy products, cheese, for example, 
CCC has had a stable export price for quite some time—I think that 
price is around 22 cents a pound at the present time. If a foreign 
importer can buy from CCC at 22 cents a pound, and according to 
ICA regulation you expect him to buy at the lowest price he can get, 
I take it you would not. feel justified in financing a transaction at 26 
or 30 cents a pound ? 

Mr. Bacon. If he can buy directly from CCC, I would say that 
would become the price. 

Mr. Founrtary. Mr. Bacon, in your statement you have described 
for us some of the procedures used by the ICA to prevent and to 
deter law violations, serious irregularities and lack of efficiency 
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relating to agricultural commodities activities. We will have some 
questions later on about the work of the Procurement Analysis 
Branch of which you are Chief. However, before we get into that 
I wonder if you or any of the other representatives of the ICA will 
tell us if there are other ICA officials who have important responsibili- 
ties in connection with the prevention and detection of law violations 
and serious irregularities in agricultural commodities activities. We 
would like to have you name those offic ials, if there are any others, and 
describe to us just what their duties and ‘responsibilities are. 

Mr. Bacon. This goes beyond the scope of my responsibility. I 
could give my own understanding of this. Perhaps Mr. Grant could 
go into that. 

Mr. Founrary. Any one of you who might feel qualified can answer 
the question. It is just information for the record. 

Mr. Grant. Mr. Chairman, I would volunteer a general statement 
with respect to this, and perhaps if I just gave you some idea of what 
the normal operation of the Agency is in ‘such transactions, it would 
supply the Aries information. 

After a bank under a letter of commitment has paid a supplier 
for goods which the latter has delivered to a foreign importer, the bank 
submits all the basic underlying documents to ICA. The bank is 
required not to pay unless all of the documents which are described 
in regulation 1 are submitted as a basis for payment. Those docu- 
ments include the supplier’s certificate (wherein the supplier makes 
certain certifications which have already been described with reference 
to price, commissions, and so forth), bills of lading, delivery receipts, 
and invoices. The supplier’s certificate has an abstract which sum- 
mi arizes certs iin basic financial facts relating to the sale transaction. 

All of these papers are given to the b: ank which then transfers them 
to ICA Washington. The papers come into the Office of the Con- 
troller, of which the Procurement Analysis Branch is a part. 

Those documents are first examined in the Audit Division, which 
determines whether or not the basic documentation required to sup- 
port payment is present. If there is a failure to have all the necessary 
documents, the Audit Division itself immediately can step in and 
request the additional documentation. It could disallow the payment 
if this documentation is absent and is not forthcoming. It uniformly 
makes a specific request to the supplier for the missing documentation 
and usually gets it. 

Mr. Founratn. Who isthe head of your Audit Division ? 

Mr. Grant. The head of the Audit Division is Mr. Edward Tennant, 
and the specific part of the Audit Division which is concerned with 
this documentation review is headed by Mr. David Harrison. 

Thereafter the Procurement Analysis Branch takes over in the sense 
that whatever review it is going to give the transaction is then given. 
Mr. Bacon can speak more “fully about this. The Branch reviews the 

same records but for a different purpose, not simply to determine if all 
documents are there, but to compare the price charged with the price 
permitted under the regulation, to look at the subject of commissions, 
et cetera. This is done, as I think we have explained, on a spot basis. 
There is neither the staff nor the time to look at all the transactions, 
but witnesses from the Branch have explained how they do this and 
what emphasis they place on transactions involving certain suppliers 
or commodities that have caused difficulty. 
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This Branch likewise reviews the procurement procedure itself in 
order to try to insure that sensible procurement activities will be car- 
ried on by acountry. For example, when a country purchases through 
Government organizations on a formal] sealed bid basis, the standard 
terms in the invitation to bid are reviewed by this Branch in order to 
insure that the basic system is such that it will not violate the regu- 
lation. 

Mr. Fountain. Who is the head of the Price Analysis Branch? 

Mr. Grant. Mr. Bacon. 

Mr. Founvrarn. Is that the same as the Procurement Analysis 
Branch ? 

Mr. Bacon. It used to be called the Price Analysis Branch. 

Mr. Grant. Mr. Bacon’s office is under John Shute, who is head of a 
division of the Comptroller’s Office entitled the Financial and Pro- 
curement Methods Division. 

If the Procurement Analysis Branch feels that there is evidence of 
positive wrongdoing in the sense of fraud, this is called to the attention 
of our Office of Personnel Security and Integrity. This is the investi- 
gative arm of ICA. It will investigate the case, and if it finds evi- 
dence of fraud, it refers the matter to the Criminal Division of the 
Department of Justice. This has been done from time to time. The 
Criminal Division of the Department of Justice, after it has exhausted 
the matter, usually turns it over to the Civil Division of the Depart- 
ment of Justice. 

3ut if there is no evidence of fraud and only evidence of an im- 
proper price being charged by the supplier, then Mr. Bacon’s office, 
with proper clearance from other interested offices in ICA, will send a 
letter directly to the supplier asking for an appropriate refund or part 
of the money in accordance with his undertaking in the supplier’s cer- 
tificate where that appears to be the proper action. In other cases, a 
letter will be addressed to the cooperating country itself asking for a 
refund of the entire amount we have expe nded because of ICA’s desire 
to disassociate itself with the transaction. 

Let me call attention to one significant difference in the case of 
refunds. 

Normally a supplier asked to make a refund because of overpricing 
is asked to refund the excess which he has charged. That, in our view, 
will convert the transaction to one that is eligible for ICA financing. 

However, where we ask the country for a refund we do not ask it 
merely for the excess; we ask for the entire amounts which we ex- 
pended to finance the transaction. The theory is that this refund 
disassociates ICA entirely from the transaction. The country in that 

ase is, in effect, buying the commodity with its own free dollars. This, 
one might think, is a drastic remedy, but we have asked such refunds 
from time to time. 

The difficulty generating necessity for the refund demand from a 
country is that we finance transactions between private persons and 
do not have anything to do with a transaction until it is all over. Then 
our postaudit may disclose that the transaction fails to comply with 
the regulations, and yet we have no basis on which to proceed against 
the supplier. He certifies only to the best of his knowledge and belief 
based on information obtained from such sources as are available to 
him. There might be cases where action against the supplier is not 
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feasible. In such a situation by asking the country to make the refund 
we, in effect, make the country the insurer of the propriety of the 
transaction. We, in effect, transfer responsibility for propriety to 
the country. We have received numerous refunds from countries over 
the period of years in order to rectify transactions. 

In the field of agricultural] commodities, our Office of Food and Ag- 
riculture, working closely with the trade, keeps in touch with trade 
developments and calls to the attention of the Procurement Analysis 
Branch any irregularities it hears about. In that sense it may assist 
the Procurement An: lysis Branch, but the audit responsibility is the 
function of the Procurement Analysis Branch. The Office of Food 
and Agriculture calls reports of irregularities to attention the same 
as any ICA office which hears of facts indic: ‘ating impropriety in any 
ICA-financed transaction would call attention to. 

Mr. Fountain. Whois the head of your investigative branch ? 

Mr. Grant. Mr. Charles Keating. 

Mr. Founrarn. You called attention to the fact that where infor- 
mation indicates an improper price has been charged you seek to re- 
cover the excess from the suppher. How do you determine the excess ? 

Mr. Grant. That is not difficult. We know the price that has been 
charged. That is reported. And we know what has been bought and 
what has been delivered. That price charged is measured against the 
price permitted under regulation 1. A mathematical calculation has 
to be made. In mathematical calculations we realize we have to have 
some margin of tolerance, but in situations where there is a variation 
adverse to our financial interests in the comparison of these two prices, 
the measure of that difference would be the excess. 

Mr. Fountatn. Which branch or division takes the necessary action 
or the necessary steps to recover the excess? Is that the Claims 
Division ? 

Mr. Grant. The refund demand letter is sent out by the Procure- 
ment Analysis Branch or in some cases by the Controller himself. 
The letter is drafted by the Procurement Analysis Branch based upon 
its audit of the transaction, and is usually cleared with other inter 
ested offices. It sometimes is cleared by the Office of the Gener: al 
Counsel, especially if a legal question is involved. It sometimes is 
cleared by the country desk if it is a claim to be addressed to the 
country. 

Mr. Fountary. I notice you attached to your statement a compli- 
mentary article from the Saturday Evening Post of August 30, 1952, 
about the work of your agency in reference to the fact there is a 
19-man Price Analysis Branch which has the enormous task of exam- 
ining every foreign-aid contract to make sure American dollars are 
properly expended, and the article goes on to say that— 

By the time these 19 bureaucrats had looked over $3 billion of such contracts 
a few weeks ago (prior to August 30, 1952) they had uncovered improprieties 
that resulted in refunds of more than $39 million to the American Treasury. 

Did that. $89 million cover refunds both from suppliers and from 
countries / 

Mr. Bacon. Yes. 

Mr. Fountarn. And did the greater portion come from countries 
or from suppliers, or are you in a position to state ? 
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Mr. Bacon. I am not in a position to state with respect to that 
particular figure, but I believe our statistical reports would show 
that breakdown as of that particular time. 

Mr. Fountain. If you can break it down without too much diffi- 
culty, we would like to have it for the record. 

(ICA later advised that statistics showing tlie requested break- 
down were not readily available. ) 

Mr. Nauecuron. Mr. Grant, you stated you have in some instances 
secured a refund from the cooperating country. Is it true that in 
most instances where you have secured refunds from a cooperating 
country, because of violations, you have reprogramed the money and 
made it available to the same country again? 

Mr. Grant. I believe that is always done if the aid program has 
not been terminated. The fact that we demand that the country 
pay for this particular transaction with which we do not want to be 
associated does not mean we cut down its aid program. We keep 
its aid program intact by reprograming these funds for the country. 
But as to the particular transaction with which we do not want to be 
associated, we in effect say to the country, “This transaction is yours, 
not ours.” 

Mr. Naucuton. So you take it away from them but give it back 
to them for something else / 

Mr. Grant. We keep the size of the aid program intact. 

Mr. Fountarn. In other words, the country does not lose anything 
by reason of having to repay dollars, because they get it back in the 
form of aid at the same level ¢ 

Mr. Grant. They do not lose the level of their aid by reason of 
this refund, but nevertheless it is sometimes painful for some coun- 
tries because their dollar reserves might not be such as to make it 
easy for them to pay for a particular transaction out of their own 
funds. 

Mr. Bacon. It has to come from free dollars. It cannot be an 
offset. 

Mr. Navueuron, You might ask for a refund from the country 
even if the violation was by the supplier, so that the country does 
not, profit, but the supplier profits; is that correct ? : 

Mr. Bacon. That is always a possibility. By making a claim 
against a country where it is impossible or impracticable to collect 
from the supplier, the supplier, you might say, goes unpunished. 

Mr. Navenron. So the country may be punished but the supplier 
goes unpunished unless the country proceeds against him ? 

Mr. Bacon. That is correct. 

Mr. Grant. Our policy is to assert the claim against the supplier 
rather than against the country if we can successfully prosecute the 
claim against the supplier. 

Mr. Naventon. That is the point I was getting to. You indicated 
that the supplier’s certificate creates a legal relationship and if the 
certification is not correct the ICA can proceed against the supplier. 
Do you feel you have all the legal authority you need to proceed 
against the supplier in normal cases of violation ? 

Mr. Grant. Mr. Naughton, I guess that is a question for me, and 
that is a difficult question to answer. 

I call attention to the fact that litigation is now in process in be- 
half of the U.S. Government to collect certain sums from various 
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oil companies. This action involves many millions of dollars 
based upon alleged price violations occurring several years ago. 
The action has been lost in the Federal district court and is now on 
appeal. 

The basis for the trial court’s decision—and a written decision ac- 
companies this case which speaks for itself—indicates certain diffi- 
culties involved in the application of the price test to accomplish 
what ICA had in mind. Among other difficulties cited by the court 
is the comprehensiveness, the vigor, shall we say, of the supplier’s 
certificate. We realize a certification such as is made, “to the best 
of one’s knowledge and belief on the basis of information obtained 
from such sources as are available to him”—and that is a quote taken 
from the certification 

Mr. Fountain. Would you be justified in making that requirement 
more apecstic, or do you think that is about all you can ask of the 
“ppeert 

Mr. Grant. I suppose, Mr. Chairman, as a lawyer, one would like 
to make it as tight as he can as a basis for suce vessful prosecution. The 
difficulty is that when this certificate ws and it was set up 
many, many years ago—it was the claw. to have a provision that 
would not stifle the willingness of suppliers to supply under this 
program. The certification itself is a little unusual. It is not some- 
thing that is made in normal commercial trade. And I think the 
agency was conscious of the fact that if they required a certification 
that was too tight and stringent, it would not. get people to supply. 
I think there was an effort to get some certification that would permit 
the trade to supply. In the main I think the agency has not felt— 
if I can articulate a generalized feeling—I think the agency has not 
felt that the absence of a stronger provision has militated particularly 
against the interests of the agency. We think most suppliers, in mak- 
ing this certification and in charging the prices which they charge, 
have not charged higher prices by virtue of the fact that this particular 
certification might be considered loose. 

I could at this moment, however, call the committee’s attention, if 
it has not already been done, to a letter submitted by our predecessor 
agency to the ( ‘omptroller General several years ago. The Comp- 
troller General re plied that he considered the present certificate was 
an appropriate way to insure compliance with the requirements of the 
price provision in the act. The statement to which I am referring 
is Opinion B-78649 dated August 4, 1948, addressed to the Director 
of ECA from the Acting Comptroller General. There is a letter of 
submission to the Comptroller General and there is a supplementary 
exchange of letters in this conjunction. This is one of the points 
taken up. 

Mr. Fountatn. Then, if you were to feel that the certification is 
inadequate and ought to be strengthened, you also feel the agency 
itself has authority to strengthen the certification and does not need 
further congressional authority 

Mr. Grant. I should think so. 

Mr. Naventon. This particular opinion was in 1948. Do you know 
if the Comptroller General at the present time approves the pro- 
cedures you are using in regard to pricing 
the certificate ? 
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Mr. Grant. I assume he does. We assume this has a continuing 
validity unless indicated otherwise. 
(The Comptroller General later advised as follows :) 


GENERAL ACCOUNTING OFFICE, 
COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, D.C. July 25, 1958. 
Hon. L. H. Fountain, 


Chairman Intergovernmental Relations Subcommittee, 
Committee on Government Operations, 
House of Representatives. 


DeaR Mr. CHAIRMAN. This is in response to your letter of July 16, request- 
ing certain information concerning price analysis and claim procedures of the 
International Cooperation Administration (ICA) in respect of agricultural com- 
modities obtained from or subsidized by Commoditiy Credit Corporation on 
which shipments by U.S. exporters to importers in foreign countries are financed 
by ICA. 

Audits of the operations and transactions of Federal agencies by the General 
Accounting Office are carried out on a selective basis. This policy is in recogni- 
tion of the primary responsibility which each agency has imposed on it by law 
to institute and apply adequate internal controls to provide reasonable assurance 
that its activities are being conducted prudently, and of the impracticability 
of detailed audit by our office in terms of cost and manpower requirements. In 
pursuance of this policy, our audit of financial transactions at ICA consists 
of an examination of selected vouchers and review of the controls and pro- 
cedures prescribed and employed by the agency relative to such transactions. 
Because of the unique circumstances of ICA activities, the examination of 
vouchers is best done as two separate operations—one covering the legality of 
the transaction, mathematical accuracy, and the sufficiency of the documenta- 
tion in support of payment, and the other a verification of the reasonableness 
of the price charged for the commodity or service. We have found the latter 
to be a complex and time-consuming area of audit, and one which does not, for 
most commodities financed by ICA, lend itself to conclusive findings. As a con- 
sequence, our work in this area has been limited and has not included transac- 
tions involving agricultural commodities obtained from or subsidized by Com- 
modity Credit Corporation. 

Because of our limited audit coverage of the procedures of ICA for price 
analysis and related claims, we are not in a position to express a conclusive 
opinion regarding the effectiveness of the agency’s efforts in these activities. We 
have, on various occasions, taken up with responsible agency representatives, 
individual matters of pricing and claims on other than agricultural commodi- 
ties. From this experience, together with a limited general knowledge acquired 
through our daily audit association, we have the impression that the operations 
of the agency in price analysis and related claims have in some respects not 
been as effective as they should be in terms of adequate control of expendi- 
tures. It appears that insufficient personnel are assigned to verify prices charged 
by suppliers on commodities paid for, investigations of apparent excessive 
prices extend over an unduly long time or may not be pursued to a satisfac- 
torily supportable conclusion, and claims for refunds for overpricing or other 
reasons are not followed up actively for collection. 

For quite some time it has been part of our audit plans to examine into the 
procedures and operations of the agency with respect to its verification of 
commodity prices, handling of claims for refunds, and related practices. How- 
ever, the increasingly heavy demands on our limited manpower resources have 
not permitted us to go forward with our plans. The work of the staff of your 
subcommittee on shipments of agricultural commodities, as discussed with our 
representatives, and the recent hearings with ICA officials have pointed to an 
apparently urgent need for more effective price analysis and related claims 
procedures by ICA. In accordance with conversations by our representatives 
with Mr. Naughton, counsel for the subcommittee, we have rearranged our 
staffing so that we may initiate an examination of these procedures with the 
objective of recommending specific remedial measures to the agency. 
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We trust that the.above information will satisfactorily serve the purpose of 
your request and our representatives will be pleased to cooperate with mem- 
bers of your staff in such further work in this area as may be desired. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Mr. Navueuton. I take it you do not feel whatever lack of legal 
authority there may be in the language of the certification has ham- 
pered you particularly in your claims against suppliers? 

Mr. Grant. Again speaking for the agency and trying as an indi- 
vidual to give a general response, I do not think the agency has felt. 
so, but there have been very few tests of this in litigation. The su- 
preme test is presented in this present oil litigation. After that litiga- 
tion is completed, and if we are not successful there and it is felt that. 
part of the failure to succeed is due to the certificate, such circum- 
stances would necessitate our reanalysis of this certificate in order to 
insure establishment of the kind of certification we would then ‘appear 
to need. In our present view, the present certification is adequate. 

Mr. Naueuton. Have you car eae suppliers refuse or fail to make 
refunds on agricultural commodities when demanded ¢ 

Mr. Fountarn. Without litigation. 

Mr. Grant. I know of no case where the agency has determined it 
had a legitimate claim and where the supplier has failed to make the 
refund that we have not then referred to the Department of Justice 
for appropriate action. 

Mr. Naucuron. Has there, under section 402 and 550, been a success- 
ful prosecution maintained against a supplier for recovery on an over- 
pricing situation / 

Mr. Grant. To be accurate, Mr. Naughton, I would have to check 
our records. I shall be glad to doso. 

(As of March 3, 1959, after a number of inquiries by the subcom- 
mittee staff, Mr. Grant had been unable to cite any court action 
maintained agailst a supplier for overpricing on agricultural com- 
modities. ) 

Mr. Naueuton. Do you know of any, Mr. Bacon ? 

Mr. Bacon. I do not know of any in this field. 

Mr. Navenron. As a matter of fact, the total claims collected for 
overpricing during the last 3 years against suppliers have been only 
$9,000 ? 

Mr. Bacon. That is about correct. 

Mr. Navueuton. $9,070.30. 

Mr. Grant. Are you speaking of agricultural commodities? 

Mr. Navueuton. Yes. 

Mr. Grant. I know it has been more than that on industrial com- 
modities and other commodities. 

Mr. Fountain. You can check that and if that is not a correct fig- 
ure you can supply the correct figure for the record. 

Mr. Bacon. I think that is correct. 

Mr. Fountain. Mr. Naughton says he got these figures from your 
agency, so in all probability they are correct. 

Mr. Bacon. Yes; I believe so. 

Mr. Fountarn. In any event, if the record should disclose other- 
wise, we would like to have the benefit of them. 
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(The information furnished is as follows:) 


Statistical tables given to the subcommittee by ICA show that refunds 
claimed by the Procurement Analysis Branch between 1949 and March of 1958 
totaled $22,510,000 for cotton and $11,691,000 for other agricultural commodities, 
and that claims paid in this period totaled $21,698,000 for cotton and $11,391,000 
for other agricultural commodities. 


For the fiscal years 1955 through 1957 refunds requested by the Procurement 
Analysis Branch on agricultural commodities other than cotton totaled $2,406,- 
826, of which $1,608,899 were collected. Claims for overpricing alone on these 
commodities during this period totaled $118,852, of which $9,070 was collected. 

Mr. Fountain. Mr. Bacon, who has the overall responsibility within 
the ICA for coordinating all of these activities, and for seeing that 
they are being carried on effectively ? 

Mr. Bacon. Well, I suppose in the broadest possible sense it would 
be the responsibility of the Controller to establish the financial con- 
trols which are called for under the legislation. 

Mr. Fountain. I think Mr. Grant explained the procedure a few 
moments ago. I had in mind the coordination of activities of the 
various branches in carrying on these activities effectively and 
efficiently. 

Who did you say probably has that responsibility ? 

Mr. Bacon. The Controller. This, 1 think, would apply insofar 
as transactions, actual transactions. It would apply to the Controller. 
In so far as procurement in earlier stages are concerned, there are 
responsibilities in other areas of ICA. In the Office of Technical 
Services, for example. They provide technical services necessary in 
the procurement of various kinds of commodities. That is, they are 
specialized in different groups depending upon the different type of 
commodity. 

Mr. Founratn. The Procurement Analysis Branch is a part of the 
office of the Controller ¢ 

Mr. Bacon. That is correct. 

Mr. Fountain. Do you work directly under the Controller, or are 
there others in the chain of command between you and the Controller? 

Mr. Bacon. I work directly under Mr. Shute, who is Director of 
the Financial and Procurement Methods Division. Mr. Shute reports 
to Mr. Murphy, the Controller. 

Mr. Grant. Mr. Chairman, in the chain of command, just to give 
you a full picture of it, Mr. Murphy in turn reports to Mr. Fitzgerald, 
who is Deputy Director for Management. Mr. Fitzgerald has under 
his jurisdiction several offices, in addition to the Controller’s Office, in- 
cluding the Office of Personnel Security and Integrity, which we 
earlier referred to as being our investigative arm to look into possible 
fraud cases. 

Mr. Bacon. I believe this organization is shown in some organiza- 
tion charts which we previously submitted in one of our exhibits. 

Mr. Fountrarn. Thank you very much. 

Do your procedures require that you report only to your direct su- 
perior, or can you report direct to the Controller on important matters ? 

Mr. Bacon. Well, the normal operation would be through the 
Division Director. However, if he is occupied, if he is on leave or 
something of that kind, or if there is an urgent problem, I might get 
a directive directly from Mr. Murphy. 
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Mr. Fountarn. Have you had occasion to report directly to the 
Controller that you know of ? 

Mr. Bacon. No, I have not. Well, perhaps I had better ask in what 
respect. 

Mr. Founrarn. In connection with any matter over which he has 
jurisdiction, where you normally would report to your immediate 
superior. 

Mr. Bacon. From time to time I may get a request from Mr. 
Murphy for a report on a procurement problem which has arisen. 
Let’s say it is something in the award stage, where there may be a 
controversy. He has asked for a verification of certain facts, and in 
that case he may ask that the record be delivered to him directly and 
in those cases I have done so. I would say that has occurred in a few 
cases. 

Mr. Founrarn. I wonder if you are in a position to give us the 
average number of transactions, both agricultural and non-agricul- 
tural, which the ICA finances annually. 

Mr. Bacon. Our only measure of actual transactions would be the 
number of forms 280, which flow into the Agency each year. We have 
made some estimates, As near as we can tell they come in at the rate 
of about 500 per day, which would bring the total in the neighborhood 
of possibly 125,000 a year, depending on how you count the operating 
days. 

Mr. Founrarn. About how many of these would you estimate to 
be agricultural ? 

Mr. Bacon. I could only estimate that in terms of an expenditure 
figure. I would have to take the percentage of total expenditures and, 
assuming an uniform size of transaction—I would hesitate to give a 
figure. 

Mr. Founrtarn. I realize it is difficult to be exact. 

Mr. Bacon. We could develop a figure. 

Mr. Fountarn. If you can do that without too much difficulty, we 
would like to have it for the record. 

Mr. Bacon. We can do that. 

Mr. Naucuton. What is the percentage of agricultural transactions 
by value? 

Mr. Bacon. That is what I would want to check. 

Mr. Naucuton. Do yousuppose the agricultural transactions would 
amount to more than 25 percent of the total, in numbers? 

Mr. Bacon. It could be maybe 30 percent or possibly 40 percent, 
depending on the period of time. You would get some estimate this 
way: That under section 402 we have had the minimum requirement 
of around $250 million. 

Mr. Grant. It has varied from year to year. 

Mr. Bacon. If our total commodity expenditures are approximately 
a billion dollars, that would represent approximately 25 percent. 

Mr. Buaga. May I interject something lar your help? 

Mr. Fountain. Yes. 

Mr. Buaae. It is very difficult to arrive at any statistical computa- 
tion of numbers of transactions as opposed to value. I will give you 
an example, in one transaction in fertilizer, for instance, to Korea. 
There were some $12 million involved, and there were fewer than 30 
transactions. In a similar purchase of fertilizer for Vietnam, there 
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was less than one shipload involved, and this had some 66 transactions, 
as I remember it. 

There is a range of maybe a thousand times from the lowest to the 
most expensive transactions. One transaction may be a million dollars 
and another one may take a hundred transactions to make a hundred 
dollars. It is very difficult to say what is an average transaction and 
make any sense from it in terms of numbers of transatcions. 

(The ICA later furnished the following additional information :) 


Size oF TRANSACTION ANALYSIS OF PaIp SHIPMENTS OF AGRICULTURAL Com- 
MODITIES FINANCED BY THE INTERNATIONAL COOPERATION ADMINISTRATION 
DURING FISCAL YEAR 1958 


Office of the Controller, International Cooperation Administration, March 1959 
EXPLANATORY NOTE 


This analysis is based on what is considered as a representative sample of 
ICA-linanced transactions in the commodity codes 010-150 and 170. 

The sample covers paid shipments of nonproject agricultural commodities 
as reported on the IBM tabulation (run 13) report of paid shipments for the 
months of July, October, January, and April of fiscal year 1958 for the countries 
of France, Spain, Vietnam, Taiwan, Korea, and the Philippines. In drawing 
inferences and conclusions from these tables, it should be recognized that while 
this sample is believed to be typical of the universe of ICA-financed transactions 
in the commodity codes covered, another sample drawn for different months or 
covering different countries might yield somewhat different results. 

The analysis covers a total dollar value of $71 million in ICA expenditures 
during fiscal year 1958. Total ICA expenditures on the same commodities during 
this period were $261 million. 


TaBLe I.—Distribution by number of transactions 


{In thousands of dollars] 




















Number of Percent of | Cumulative 
Size of transactions transac- total percent of 
tions total 
sn ov: wikhinnanituntenadunpsinniebetcnethdelbaaeadatacaneamibiek ad 230 9.8 9.8 
SE «ect bddclttbndcudciisup ids ddnak tbs deena 344 14.7 24.5 
SEE MIs vs sens de dncneuitendithaticrekai ee itiwails caine rege ache aoe ieee iaaachiadd 1, 050 44.8 69.3 
Cian ove: .....:. i... ee ee 718 30.7 100.0 
eee oo ast i nackee ae ed..at. ee 2 2, 342 100.0 100. 0 





{In thousands of dollars] 





Number of 


TABLE I-A.—Distribution by number of transactions—Cotton 


Percent of | Cumulative 








Size of transactions transac- total percent of 
tions total 
Under $5 ee b aieteeiiniabicsess eens 7 85 5.1 §.1 
Ms einiin hint otdinemadiabieamenhae sp muiidavacepabanseieniaetmaoerae 206 12.4 17.5 
I a pikesangeaiena ditties Ta Bee he 916 55.0 72.5 
ESE cananescsbuseaoken aides seein 458 27.5 100. 0 
Total... 1, 665 100. 0 100. 0 














116 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


TaBLe I-B.—Distribution by number of transactions—Commodities other than 


cotton 


{In thousands of —— 

















Number of | Percent of | Cumulative 
Size of transactions transac- | total percent of 
tions total 

ica ecintlcy Giant snsiesesisictie asian Micicceagiaig tate i alae Mas a eae ae 
Ode Bh ice coiges heron pet 145 | 21.4 | 21.4 
Sa. z ‘ 138 20. 4 41.8 
$10 to $20 ana és 134 19.8 | 61.6 
$20 and over -_---- ‘ > 260 | 38. 4 | 160.0 

ie 
Total.._.._______ ac 677 | 100.0 | 100.0 
TABLE II1.— Distribution by dollar value of transactions 
{In thousands of dollars} 
| Dollar pone | Percent of Cumulative 
Size of transactions total percent of 
transitions | | total 

tie ke ete Sie n J a | 1 
Under $5.... - , | 458. 8 0.! 0.5 
Sisto $10. __- ; ; 2, 549. 1 3.6 41 
$10 to $20. = 2-28-28 “ss 5 14, 668. 5 20.8 | 24.9 
$20 and over. a 53, 092. 2 75.1 | 100. 0 
eel 22 322 70, 768.6 | 100. 0 | 100.0 

i 


TABLE II- 


{In thousands of dollars] 


| Dollar value | 


Percent of 


A.—Distribution by dollar value of transactions—Cotton 


Cumulative 








Size of transactions of total percent of 
; transactions total 
Under $5___- i siinaiel 160.3 | 0.4 0.4 
$5 to $10__.- ; i | 1, 558. 6 4.2 4:6 
$10 to $20. ..__.. : och — 12, 937. 1 34.8 | 39. 4 
$20 and over... : 22, 488. 6 60.6 100.0 
Rik sch tens <n kee anh its-a- bpp es pea andenas 37, 144. 6 | 100. 0 100. 0 
' 
TaRBLe [I-B.—Distribution by dollar value of transaction—Commodities other 
than cotton 
{In thousands of dollars] 
— Penns | Percent of | Cumulative 
Size of transactions total percent of 
meaetieee | total 
Under $6... ..5.... ek dal vecosn ch acne aul axe 2 298. 5 | 0.9 0.9 
ee ee 2 990. 5 2.9 | 3.8 
Se... sdabodenn i a said cntedigdhanhatien tad 1, 731.4 5.2 9.0 
$20 and over. _-.._--- i dia as ad ener 30, 603. 6 91.0 100.0 
| nerd . 33, 624.0 100.0 100.0 
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Mr. Founrtarn. After a procurement is made under a purchase au- 
thorization, what checks are normally made before the ICA pays out 
its funds? 

Mr. Bacon. The disbursement is made through the banks, a letter- 
of-credit arrangement usually. The bank reviews the documents 
which must be under the regulation presented before reimbursement 
is permitted, and if the documents are not in order, the banks do not 
make payment. 

Mr. Founratn. Who is authorized to write the checks and how 
many people have to give their approval before a check is written ? 

Mr. Bacon. You are speaking of the reimbursement to the bank by 
ICA? 

Mr. Founrarn. Yes. 

Mr. Bacon. I would hesitate to answer. I do not think I could 
answer specifically to that question. 

Mr. Founta1n. Would it be difficult to get the information ¢ 

Mr. Bacon. We can get the answer. Surely. 

(The information furnished is as follows :) 


In order to promptly reimburse the banks for expenditures made under 
letters of commitment, ICA established a New York office where vouchers pre- 
pared by the banks are submitted. These vouchers are reviewed, certified, and 
scheduled for disbursement in that office. The actual disbursement is made 
by the U.S. Treasury, New York disbursing officer, based on the disbursement 
schedule and certification of the ICA certifying officer in New York. 

The preaudit by ICA’s New York certifying officer is restricted to verifying 
the following: 

(a) The PA or PIO references on the voucher transmittal, voucher form, and 
form IC A-280 are in agreement: 

(0) The amounts and total of the invoices listed on the voucher are in agree- 
ment with the amounts and total of the invoices attached. 

(c) The total amount on the voucher is in agreement with the amount stated 
in the voucher transmittal. 

(d@) The amount stated in block 2 of form ICA~—280 is correct and the form 
has been signed. 

(e) Form ICA-280 covering freight and insurances have been submitted, if the 
transaction was financed on a C. & F., cif, or freight prepaid basis. 

(f) Evidence of payment by the bank has been furnished. 

(g) Bill of lading information is in agreement with blocks 5 and 8 of the 
form ICA~—280 or, in the absence of a bill of lading, the bank’s certificate to 
furnish bill of ladings is attached. 

In the event any of the above documents have not been furnished or informa- 
tion is incomplete, the voucher will be returned to the bank for completion or cor: 
rection prior to certification for payment. 


Mr. Fountain. We want to determine what your processes are and 
just how you handle a transaction. 

Mr. Bacon. Yes, sir. 

Mr. Founrarn. Are all transactions audited ? 

Mr. Bacon. No. 

Mr. Fountain. Can one auditor authorize payment, or must each 
voucher be approved by at least two or more people? 

Mr. Bacon. Now, you are getting into an area which is outside of 
my responsibility. 
Mr. Fountaryx. Who would be particularly qualified to answer 
that ? 
se Bacon. This would be the sphere of responsibility of the Audit 

ivision. 


Mr. Fountarn. Do we have any one from the Audit Division this 
morning ? 
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Mr. Grant. Wedon’t, Mr.Chairman. We could easily get someone. 
I would like to volunteer the statement, however in case it is not clear 
already, that in the main the supplier is paid when he submits his 
documents, without any analysis being made of the price which he has 
charged. He has received his money. We have only the documents 
and we postaudit this transaction. So it is not like the normal case, 
where a voucher examination is made before expenditure. It is made 
after the expenditure. 

Mr. Fountarn. I think that probably answers the question. 

How many people in ICA can approve vouchers ? 

Mr. Grant. There again I couldn't answer. 

Mr. Fountatn. I wonder if you can give us the average timelag in 
auditing transactions, or is that again a question which would have to 
be answered by the Auditing Division ? 

Mr. Bacon. If you are speaking purely of audit, I could not. I 
might give an estimate insofar as price review is concerned. We 
endeavor to keep current, that is, we are working on the current ex- 
penditures as the vouchers are received. For example, during fiscal 

1958, we will be working on fiscal 1958 expenditures insofar as they 
have actually occurred, but there will be a lag between the time the 
expenditure occurs and we have access to the documents. At the 
same time, in any fiscal year, we will be reviewing transactions for the 
yrevious fiscal year and in some cases even fiscal years prior to that, 
Sapemiiag’ upon whether or not we happen to be working on a case 
which would require following up all of the supplier transactions for a 
number of years. 

Mr. Fountain. Mr. Naughton. 

Mr. Naveuton. In effect, what you do is to give the bank authority 
to pay out ICA funds without any controls by ICA over that process ¢ 

Mr. Bacon. The controls are in the documentation. They are in the 
way in which the authorization is issued. There is a whole complex 
of controls here which surrounds each transaction. 

Mr. Naveuron. If the bank pays out on a transaction where the 
form 280 indicates on its face that there has been a price violation, can 
you then refuse to reimburse the bank ? 

Mr. Bacon. No. 

Mr. Navenron. In other words, even if the bank goes ahead and 
pays the money out when the doc uments themselves indicate a pay- 
ment of a million or 2 million dollars, is irregular, you have no re- 
course against the banks? 

Mr. Bacon. That is not the bank’s responsibility, to review the 
prices. 

Mr. Navuenron. As a matter of fact, don’t you specifically release 
the bank from any liability even if they pay out on incomplete docu- 
mentation ? 

Mr. Bacon. I do not believe so, Mr. Naughton. Perhaps Mr. Shute 
would want to speak to that point, since it involves other areas in the 
division. 

Mr. Naventon. Is Mr. Shute here? 

Mr. Founrarn. Mr. Shute, I wonder if you would pull a chair up. 
I think the record already shows that Mr. John Shute is Chief of the 
Financial and Procurement. Methods Division. 

Did vou hear the question, Mr. Shute ? 

Mr. Suutre. I am sorry, I did not. 
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Mr. Naveuton. I was asking, Mr. Shute, if the ICA regulations do 
not. specifically release a bank from liability, even if it should pay out 
millions of dollars in ICA funds on a transaction where the documents 
themselves indicate overpricing ¢ 

Mr. Suvre. That is true. This is not a responsibility of the banks. 

Mr. Naventron. Whose responsibility is it ? 

Mr. Suure. It is the responsibility of ICA. 

Mr. Naveuton. When do you get around to checking on such a 
transaction in the normal course of events ? 

Mr. Suure. Well, of course, you understand we only examine a 
sample of transactions so it is possible we would never examine a 
particular transaction. The transactions that we do examine, as Mr. 
Bacon has already pointed out, are examined within roughly a 1-year 
period. 

Mr. Naveuron. As a matter of fact, all of the documents are not 
even audited by the Audit Division; am I correct, to see that the 
documents are in order? 

Mr. Suvurte. I believe that is true. 

Mr. Naveuron. All of them are not audited and only a small per- 
centage of those audited are spot checked by the Price Analysis 
Branch? 

Mr. Suure. That is true. There is some compensation in that the 
Procurement Analysis Branch may examine transactions that the 
Audit Division has not examined, and vice versa. 

Mr. Naveuton. You have paid out in ICA funds something over a 
billion dollars in the last 3 or 4 years, or, rather, you have allowed 
the banks to pay that much out on your behalf. You have specifically 
released the banks of liability for even insuring the documents are in 
order. ICA does not check all of those documents themselves to see 
they are in order and only a small percentage of the transactions are 
ever checked to see that there is no irregularity; is that correct? 

Mr. Suvre. No, sir; that is not quite correct. 

Mr. Naveuton. Tell me where it is not correct. 

Mr. Suvure. It seems to me your earlier question was whether the 
banks assumed responsibility for the correctness of the price charged. 
They have responsibility for seeing that the documents are present. 

Mr. Naveuton. Let me read to you at that point, Mr. Shute, from 
regulation 1, section 201.16, paragraph 2(ii). 

The banking institution shall have no responsibility for the truth or accuracy 
of the statements contained in the supplier’s certificate or invoice and contract 
abstract. The right of reimbursement for payments made by the banking insti- 
tution will not be affected by the fact that such abstract may be incomplete, or 
may indicate noncompliance with any provision of this part or the purchase au- 
thorization, or of the letter of commitment or may be inconsistent with other 
documents required for reimbursement. 

Doesn't that indicate a fairly wide release of the bank ? 

Mr. Suute. Well, that depends on what you mean by “wide.” The 
bank is responsible for seeing that the documents are presented. 
They are not responsible for the substantive content of the documents. 

Mr. Navenuron. Are they responsible for seeing that a supplier's 
form 280 is presented ? 

Mr. Suvtr. They are, yes. 

Mr. Naveutron. Wouldn’t it be better policy to require that the 
bank, since they are paying out the funds—and T am sure they are 
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being paid for paying them out—be required to at least see that there 
is not an irregularity that shows up on the face of the document ? 

Mr. Suure. This is not a responsibility the banks are prepared to 
undertake. 

Mr. Nauenton. Wouldn’t it be better, then, not to allow the banks 
to pay out the money before you can check it, to have a preaudit and 
have the ICA pay out its own funds under some sort of controls? 

Mr. Suute. It is our view it would be almost impossible to have pri- 
vate trade under the ICA program unless we adopted this method of 
procedure, because private business is normally conducted through 
letters of credit, opened by banks, and our method of financing fits in 
with this normal technique of doing business. 

Mr. Navuenron. Is it possible to properly protect the taxpayers’ 
dollars under the procedure that you are using ? 

Mr. Snvre. I believe so, yes. 

Mr. Founrarn. But actually no check is made until after the money 
is paid out ? 

Mr. Suuts. That is true. 

Mr. Fountarn. Then it is only a spot check? 

Mr. Suvrs. That is correct. 

Mr. Naveuton. What if you do happen to spot check one of the 
transactions wherein the bank has paid out the taxpayers’ money, and 
you find that there is an irregularity? Let us say, for example, regu- 
lation 1 requires that foreign agents be named, if the agent’s commis: 
sion is financed by the ICA ? | 

Mr. Sucre. That is right. 

Mr. Naventon. Under your regulations if the foreign agents are 
not named on the face of the 280, you will take exception to that pay- 
ment? Is that right? 

Mr. Suute. That is true. 

Mr. Naventon. Let us say that a bank has paid out substantial 
sums to a supplier for commissions to unnamed foreign agents. 
What recourse does ICA then have to get back that money ? 

Mr. Scuute. It has the recourse of going to the supplier to collect 
the money, or to the country if it so chooses, 

Mr. Naveuton. Do you have full legal authority to collect from 
the supplier ¢ 

Mr. Suvte. I believe we do, in terms of the language of the sup- 
pliers certificate. 

Mr. Grant. If I mav add to that, Mr. Naughton, the supplier 
undertakes as part of his certificate to make an appropriate refund 
with respect to any breach of his certificate or of any failure to per- 
form the contract of sale. 

If he fails to indicate a commission payment which he has made, this 
works a technical breach of his supplier’s certificate. 

Accordingly, he is subject to a demand for an appropriate refund. 

We have had some problem with what that appropriate refund 
might be in any particular case. Indeed, the commission payment 
which he made but failed to disclose (and therefore committed a tech- 
nical breach of certification), may be a perfectly appropriate one. It 
may be one to which we would have no substantive objection at all. 

t may be one which has not in any way added to the price which 
the supplier has charged. We have some—I must point out for the 


pur] 
som: 
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purpose of complete information for the committee—that we have 
some problem, if we encounter an undisclosed commission payment 
and thus a technical breach of certification but this payment does not 
result in paying out more ICA money than is authorized to be paid 
out pursuant to the provisions of the ICA regulation 1 with respect to 
price. : 

In a situation like that, we face a difficulty of showing a real damage 
and the Department of Justice in pursuing claims which we submit 
to it always presses for an indication of the real tangible damage to 
the United States in terms of financial loss. é 

A mere technical breach of the supplier’s certificate without tangible 
damage to the United States does not generally produce too much 
sympathy for the claim in an overworked Department of Justice. 

Mr. Naventon. It is always more difficult to collect money after 
you have paid it out than it is not to pay it out in the first place. You 
have about 500 form 280’s come in per day. Wouldn’t it be possible 
to at least have a GS-4 or GS—7 clerk examine each of those form 280’s 
simply to see if there are commissions to foreign agents, whether or 
not their names are listed and if their names are not listed to indicate 
that this payment cannot be made until proper information is 
submitted ? 

Mr. Grant. A payment to a foreign agent is permitted under regu- 
lation 1. There is nothing illegal about making a supplier paying a 
foreign agent a commission. 

Mr. Navueuton. It is not permitted under regulation 1 unless the 
agent is named. In other words, if a commission is paid by a sup- 
plier to a foreign agent the supplier must name that foreign agent 
on the face of the form 280. The purpose of that regulation is so that 
you can check to determine whether or not it is a proper payment. 

Mr. Grant. There is nothing unique about the form 280 in its 
application to foreign agents. There is a provision in it where sup- 
pliers are supposed to give information as to agents commissions 
both domestic and foreign. The ICA form 280 contemplates the se- 
curing of full information with respect to all commissions paid, 
whether they are to domestics or foreign nationals. There is nothing 
illegal or contrary to ICA Regulation 1 in the fact that the com- 
mission is made to a foreigner, rather thana U.S. national, 

Mr. Naueurton. I am not questioning the legality of the payments. 
I am saying your policy is that you will not make those payments un- 
less the names of the agents are disclosed. 

= Grant. Well, the payments, of course, are in fact already 
made. 


Mr. Naveuton. But you would not knowingly make them unless 
the names were disclosed. 

Mr. Grant. It is our policy to secure information with respect to 
all the commission payments made, When we have that information, 
the Price Analysis Branch makes a careful examination to determine 
by virtue of the identity of the agent securing the commission pay- 
ment, whether the payment is a true commission, or a discount. [f it 
is a discount we disallow it, and we will not finance it, and we will 
ask for a refund. If it is a true commission, a commission paid, for 
example, to a selling agent, it is allowed, whether the agent be a for- 
eigner or an American. 


37524—59——_9 
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Now, commissions paid to the importer—or the buyer, or an agent 
of the importer or buyer, are not true commissions. ‘They are in fact 
discounts. They are disallowed. Where it has been found that the 
supplier has made such a payment as part of his selling price, we ask 
for a refund. 

Mr. Fountain. There, again, if the name of the agent is not dis- 
closed as required, and if commissions are paid to the foreign agent, 
even though you might disallow it, the money has already been ‘paid 
before you get the opportunity to make that decision. I realize it may 
be a question of lack of personnel for which you are not to blame, 
but it is possible that suppliers may make many breaches which are 
never discovered because in your spot check procedure you may not 
run across them. 

Mr. Grant. I should think, Mr. Chairman, that if you have a 
situation where a supplier in making payments to an agent of the 
buyer, which are in effect discounts, and that he fails to disclose those, 
and if to that you add a situation where the seller has some special 
interest in or relationship to the buyer, you might have a situation 
which comes pretty close to fraud. I think the agency and the De spart- 
ment of Justice would be eager to examine cases like that for possible 
fraud. But it is perfectly clear th: at if the supplier fails to give in- 
formation with respect to an agen t’s commission, we do not know 
about the commission payment i from the papers presented, and we 
will never find it out unless we derive this informa tion from some 
extraneous source. 

Mr. Naveuron. Is it not true that some of these form 280s carry 
the indication of an amount paid for commissions to foreign agents, 
and under the space for the "i umes of the foreign agents, they simply 

say “various foreign agents” 

Mr. Bacon. That is correct. 

Mr. Navenron. Is it not true that we found in our examination 
transactions amounting to hundreds of thousands of dollars where 
the agents were not named ¢ 

Mr. Bacon. I would not vouch for that total but they will be chal- 

lenged. If I might add that a violation of the commission provision 
of the regulation often runs, and possibly most often runs, to a pat- 
tern for a particular supplier. When we uncover violations of any 
kind for a particular supplier, we would look at his entire record for 
as many back years as we can still go under the regulation, so that 
even though our transactions coverage is usually sampling we are in 
these cases giving total coverage. This means that in effect the 
sampling process isn’t as sketchy as it might seem, 

Mr. Biace. Mr. Chairman, may I interject a word here? I think 
the word “spot check” gives a misleading image in most people’s 
minds. Our sample is chosen with some degr ee of intelligence to be 
as productive as possible, with the best judgment we can use. There 
is a great deal of difference between such a sample and a spot check. 
Mr. Navueuton. How large is your sample, Mr. Blagg? 

Mr. Brace. What do you mean by large? 
Mr. Fountarn. About what percentage of agricultural commodity 


transactions are examined by the procurement analysis branch ? 
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Mr. Brace. I am afraid I cannot answer that in terms of numbers 
of transactions. I would be glad to explain how we choose our sample 
and how we operate, if that w would help the committee. 

Mr. Bacon. I can give some figures on our dollar coverage during 
the last 2 fiscal years. 

Mr. Fountarn. About 38 percent by value. Is that figure correct? 

Mr. Bacon. During fiscal 1957, the branch analyzed "$109 million 
in food, feed, and agricultur al commodities. In addition to that, 

there were $69 million in cotton, making a total in this general area 
of approximately $178 million. 

For the current fiscal year, through the third quarter, we have 
analyzed in agricultural commodities, and in this case it includes 
pharm: aceuticals, because we transferred the analyses from pharma- 
ceuticals from one section to another. The total is $149 million, plus 
an additional $37 million for cotton. 

This is just for 9 months, which would indicate that the coverage 
has increased by 25 percent over the previous year. This will be 
reflected in our figures for the complete year 1958. 

That doesn’t indicate the proportion of expenditures covered, be- 
cause we do not have for this year the expenditure figures in yet. 
The transactions analyzed could not necessarily be matched against 
current expenditures, because some of these would involve expendi- 
tures of previous years. 

Mr. Naveuron. On that point, Mr. Bacon, the material you fur- 
nished to us indicates that you examined $75 million in transactions 
in fiscal year 1955, and found $1,982,273 in transactions not in 
compliance. 

In fiscal year 1957, I think you examined something over $109 
million in transactions and you found only $9,848 not in compliance. 
Do you attribute that to the fact that the companies have substan- 
tially increased their compliance, or do you think there might be 
something wrong in the way in which you are going at it? 

Mr. Bacon. I would not care to— 

Mr. Fountarn. Speculate? 

Mr. Bacon. To speculate on which might be the cause. 

Mr. Naveuton. If you are not informed on that, I do not know 
who would be. 

Mr. Fountain. Exhibit 1, I assume you secured from ICA. What 
is this first colum dealing with expenditures as compared with the 
others ? 

Mr. Naveuron. The “Expenditures” column indicates the total 
amount expended in financing agricultural transactions. The second 
column indicates the amount by value of the transactions examined 
by the Procurement Analysis Branch. According to ICA, in fiscal 
year 1955, 25 percent of transactions by volume were examined and 
in fiscal year 1957, 30 percent by volume were examined. 

L understand that does not include the cotton figures. 

Mr. Bacon. That is right. 

Mr. Fountaryx. Wouldn’t this be an appropriate place to put that 
exhibit in the record ? 

Mr. Naventon,. Yes. 
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(The information requested is as follows:) 


EXHIBIT 1 


Analysis * of IC A-financed agricultural commodities other than cotton by 
Procurement Analysis Branch, fiscal years 1955 through 1957 





Transactions 
Transactions | Transactions | not in com- 











Fiscal year Expendi- | Transactions | examined as | not in com- pliance as 
tures examined | percent of ex- pliance percent of 
penditures total 

examined 
ewe. — . oot | $305, 684, 000 75, 673, 600 25 $1, 982, 273 2. 62 
1956... . | 297, 873, 000 178, 976, 300 60 54, 705 . 03 
Piel 358, 379, 000 108, 773, 900 30 9, 848 -O1 

|- fiddled Sokceakods : a so 

Total___- a 961, 936, 000 363, 423, 800 38 2, 046, 826 . 6 





1 Analysis as used here covers determination of eligibility for ICA financing and includes all types of 
violations of ICA Regulation 1 requirements, including price violations. 

Mr. Bacon. I have tables covering more recent transactions. 

Mr. Fountain. Mrs. Dwyer. 

Mrs. Dwyer. Is this spot check or sampling done by other Gov- 
ernment agencies as well? Do you know of any other Government 
agency that uses this met hod of procedure ? ef 

Mr. Buiace. You mean in using samples to check various things or 
only Government expenditures ? 

Mrs. Dwyer. For instance, the Post Office Department certainly 
cannot examine every transact: ion. 

Mr. Buace. This system of using samples is quite widely accepted 
in American business circles because they find to examine everything 
is SO expensive and unproductive it is not worth the money it costs. 
The idea of sampling i eloped at the beginning of the last war for 
budget and fiscal control and has been used in other operations, like 
checking the quality of a company’s equipment. The Bell Telephone 
Co. is the first company to use this extensively. For instance, they do 
not examine every telephone pole to see that it is good. They take a 
sample. If 10 percent of the poles are bad they can assume that 10 

reent of the whole lot is bad. This is a normal procedure in sam- 
pling. The Census Bureau is running a lot of their analyses work on 
a sample basis. It used to be that the Census Bureau verified every 
card punched for the census. They found this very expensive. In 
the first place, the verifier may make a mistake also, so a sample well 
chosen may have more validity than what statisticians term a hundred 
percent sample, because you can examine a sample itself more care- 
fully than you can give cursory examination to a mass of material. 
This is a common practice in statistical control and control of manu- 
factured products. A hundred percent inspection, or a hundred per- 
cent sampie inspection, may not be as efficient as examining, say, 5 
percent or 10 percent. 

This is now being adopted in fiscal circles and other businesses. I 
don’t know what other part of the Government uses this or not for 
fiscal control. I assume GAO uses the same system to check us. 

Mr, Founrarn. I think you are quite right in that every item can- 
not be examined in many fields, and yet where you are paying out dol- 
lars it seems to me that every effort ought to be made to examine as 
many as possible. 
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Mr. Brace. I would like to point out some of the techniques we use 
for that, if the committee is interested. 

Mr. Fountain. I think we ought to have that in the record. Whether 
we will have time to get that this morning or not, I don’t know, but I 
think the record ought to show what your system is so that it ‘would 
be better understood. 

Mr. Buiaae. Can I give it to you in about 5 minutes? 

Mrs. Dwyer. I was thinking of the Post Office Department and the 
Internal Revenue Service. Do they use the same method ? 

Mr. Founratrn. I think IRS uses it. I think they use a spot check 
on individuals. 

Mr. Brace. That is right. It is impossible to examine all of them. 

Mr. Fountain. That 1s on money that is coming in. 

Mr. Naveuron. Of course, IRS makes at least an auditing check on 
every return that comes in to see if the figures are correct and the 
documents are in order; does it not ? 

Mr. Founratrn. I doubt if he would be able to answer that. 

Mr. Buaae. I am sorry. I haven’t any complaints in that depart- 
ment. 

Mrs. Dwyer. Do you feel the sampling service that you are using, 
or the spot check is effective in dealing with billions of dollars of busi- 

ness between banks and suppliers and ICA? 

Mr. Brace. I would like to make what you might call a personal 
judgment. One cannot measure the effectiveness of this sample read- 
ily. You have to use some intuitive judgment, some experience in how 

samples work, to evaluate whether you are better or worse than you 
were. 

A main objective of any sample is to gain intelligence to make the 
sample better. If your sample is designed so that information you 
gain from the sample can help you in making the sample more effec- 
tive, that is about the only test of it. Now in certain operations they 
have statistical measures for this. It is more difficult in our operation. 

I feel that, if the sample were larger, it would be better, of course. 
This is always true, This is a truism. 

Mrs. Dwyer. Thank you very much. 

Mr. Fountain, Just one further question about your procedures in 
connection with banks. 

I believe you have in your hand, Mr. Grant, the document which 
the supplier delivers to the bank. 

Mr. Grant. That is right. 

Mr. Founratn. As and I realize this would be an 
unusual situation—theoretic: lly, that document could be delivered in 
blank and merely signed by the supplier, and the bank would be 
authorized to make payment, would it not ? 

Mr. Suure. May I say, sir, that there is a marked difference be- 
tween the technic al responsibilities which the banks assume, as re- 
flected by the provisions of our regulation, and the responsibilities 
which they actually assume. They are, as I suppose all banks are, 
very cautious about accepting responsibilities. 

Mr. Fountatn. If they are like my home town bank they are. 

Mr. Suute. In reality, if this inconceivable case did occur, the 
banks would not—no bank would make payment. Payments are 
usually made by New York banks. They are constantly calling us 
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pointing out discrepancies in documentation which go far beyond 
their technical responsibility in terms of the regulation. Technically, 
what you suggest could happen. So long as ‘it was a signed docu- 
ment, the bank is not responsible for looking on the other side to see 
if the contract or invoice information are furnished, but I can assure 
you from what I know of it, no bank would make payment under 
those circumstances. 

Mr. Fountain. This regulation says— 

Right of reimbursement for payments made by the banking institution will 
not be affected by the fact that such abstract may be incomplete or may indi- 
cate noncompliance with any provision of this part or of the PA or PIO or 
letter of commitment or be inconsistent with other documents required for 
reimbursement. 

I expect if a bank were to accept a document under those circum- 
stances, in spite of the wordage of that letter, the bank possibly might 
be held guilty of negligence under some other regulation although 
they would certainly use this language as defense. 

Mr. Suute. In the, I suppose, hundreds of thousands of transac- 
tions which have occurred, pr weg id over a million in the history of 
ICA and its predecessor agency, I don’t recall any instance of this 
sort, that is, of a blank document being accepted for payment. 

Mr. Founratn. I was using that as an extreme example. They 
would expect, of course, that when the document got to you, that you 
would quickly complain, assuming that you ran across that doc ument, 
but in your sampling system, it is possible that if such a document got 
through the bank, you might not run across it, isn’t it ? 

Mr. Suvre. It is true. 

There is an intermediate stage that was not brought out in the 
early discussion, that serves as a further check. ICA has a small 
office in New York staffed by three people. The banks submit the 
documents, after they make payment to the supplier, to this New York 
office. This office looks through the documents very quickly. They 
have no technical audit or an: uly sis responsibilities. 

If the documents look all right, through this superficial check—that 
is, that they are all there, that there are no blank documents, let’s say— 
this New York office then instructs the Treasury Department in New 
York to reimburse the bank. There is, in this respect a 100 percent 
check. This office in New York does look over every piece of paper 
so there is an additional check before the documents get to Wash- 
ington. 

Mr. Founrarn. Iam glad to get that in the record. 

Mr. Brace. May I interject another thing? This language pertains 
only to the contract abstract, I think. There are other documents 
involved, the bills of lading, and the invoice, which must be attached, 
and the buyer usually has certain conditions in the letter of credit 
which must be met. 

Certain things must be stated on the invoice and in the bill of lading. 
These documents must be met before the bank will pay at all. 

We have had numerous instances where the documents did not meet 
the bank’s requirements in commercial practice, and they refused to 
pay. Tey have not been paid for many months, the suppliers, be- 
cause they did not supply the correct language in the document. 
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Mr. NavueGuron. Is it commercial practice for a man dealing with 
a bank, to release the bank from lability for making payment on 
his behalf on incomplete documents 4 

Mr. Buiace. You mean to relieve the bank from—can you restate 
the question ? 

Mr. Navewron. When a bank is making a payment for a private 
firm, is it the usual practice for a firm to give the bank a release from 
liability in the event the bank makes a payment on the basis of incom- 
plete documentation ¢ 

Mr. Buaca. I do not know that it is usual. Certain suppliers at 
times have put up a bond that they will repay if it isn’t eligible. 

Mr. Suvute. If I may interject, I think it depends on what you 
mean by incomplete documentation. The letter of credit in the trans- 
actions we finance spells out whatever provisions the buyer thinks are 
necessary to protect himself and the bank is guided by this letter of 
credit. The bank, to the best of my knowledge, in a commercial trans- 
action is not responsible for the substantive accuracy of the document 
submitted. For example, when they get a bill of lading they cannot 
be expected to go beyond this, and see that it is a false document. 

Mr. Navenron. That is true, but it is the normal commercial 
practice to require the banks to at least see that the complete docu- 
ments are submitted. 

Mr. Suvure. Again, I think it is a question of what is meant by 
complete. 

Mr. Fountain. What you are talking about, Mr. Naughton, are 
the normal transactions between a private individual and the bank. 
I can assure you the — never pays out any of its money until they 
have examined very carefully the documents which are presented. 
It is just a matter of aol business practice in the banks. 

Mr. Naveuron. I think the private firms in authorizing banks to 
pay out money on their behalf usually require the bank must have 
sufficient documentation to protect the private firm. That documen- 
tation may be false. The bank can’t be held responsible for that, 
but ICA does not even require the bank to have sufficient documenta- 
tion to protect ICA against overpricing that may appear on the face 
of the documents. 

Mr. Suvute. The whole system of ICA financing is based on the 
assumption that these chec ks are going to be made after the fact. 
This is the basis of all our operations. 

Mr. Naventron. You have a three-man office up in New York. 
Wouldn’t it be possible for them to make checks as to the accuracy 
on their face of the form 280’s before the banks make payment ? 

Mr. Suurp. No, it would not, sir. The bank has already made 
payment to the supplier. 

Mr. Founratn. Before it gets to your New York office? 

Mr. Suvure. Yes, but the banks are not reimbursed until the office 
looks - the documents. 

Mr. Naucuron. You have no choice but to reimburse them, even 
if the documents are not complete. 

Mr. Suute. No. I wouldn't say that. If the bank failed to supply 
an invoice or bill of lading this office would not instruct the Treasury 
to make payment to the bank. 
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Mr. Naventon. Even if there is no information on that 280 that 
is any use to you and if the 280 shows on its face that there has 
been a isécauen price violation, you have released the bank from 
liability and you are required to reimburse the bank. 

Mr. Suute. Yes. 

Mr. Naventon. Couldn’t you make your check in the three-man 
office, maybe expand it to a six-man office or put a man in each bank 
and have them check the documents as they come in so you can make 
some kind of check prior to the time the bank makes the payment? 

Mr. Suute. No, we could not. The bank has already made the pay- 
ment. The bank is submitting the documents in order to be reim- 
bursed. 

Mr. Fountrarn. Mr. Naughton is talking about having a representa- 
tive of ICA, check documents before payments are made by the bank. 
He is wondering if you could work out that kind of procedure. 

Mr. Suute. Well, of course, we have a method of financing which 
we call direct reimbursement which, in a sense, does what you have 
in mind. We have a system of financing under which the country 
receiving the aid finances the transaction initially, and then comes to 
ICA with the documents in order to receive payment. This does not 
involve the use of the banks. The use of this method is very limited 
for obvious reasons, the principal one being that the aid-receiving 
countries just do not have enough money to finance the transactions 
initially. 

Mr. Naueuton. Getting back to the bank transactions, someone in 
the bank has to examine documents before the bank pays out its 
money, does he not, to see that the bill of lading is there? 

Mr. Suute. Yes. 

Mr. Navueuton. Couldn’t ICA have someone sitting at the next 
desk to check the 280? 

Mr. Suute. ICA could. You mean to see that it was completely 
filled in ? 

Mr. Navueuton. For example, we have found something like a 
hundred thousand dollars in payments to unnamed foreign agents 
on just the extremely limited spot check that the subcommittee has 
been able to make. Those got by whatever your system is. 

A GS-4 clerk, I am sure, could pick those out, but no one did. 
Those got by your system. If you had someone up there to check 
documents before the banks made payment, it would have been the 
easiest thing in the world to spot those and say to the banks, “Don’t 
pay out this voucher because the foreign agents are not named.” 

Mr. Suourte. I might point out this could be equally well accom- 
plished if the documents were examined in Washington. This does 
not require someone sitting in the bank. 

Mr. Founratn. The only difference is if they are examined in 
Washington and you discovered an improper payment, then you have 
to ask for a refund, or seek a recovery through legal action in the event 
there is controversy. The other way you would actually prevent the 
payment. 

Mr. Houtrtevp. Mr. Naughton is talking about a prepayment check 
rather than a postpayment check. 

Mr. Grant. But he is talking about it on a very limited scale be- 
cause he recognizes that with the existing flow of transactions, to 
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have one man sitting at a preliminary stage, looking to see whether 
the form 280 is completely filled out—— 

Mr. Fountain. And properly filled out. 

Mr. Grant. But this man would not be in a position, considering 
the speed with which he has to work if the commercial transactions 
are going to be carried on as they normally are, this man would be 
in no position to go behind the information submitted. His check 
of documentation would not indicate at all that a commission pay- 
ment was appropriate. 

Mr. Fountarn. It would just be another step in the checking sys- 
tem. 

Mr. Grant. He would be a man who could count the documents to 
see that they are all there. This bank is already responsible and 
if it does not do it, it is not entitled to reimbursement. The one thing 
that the extra ICA man could add would be to see that the form 280 
is completely filled out, or to try to check things which are so grossly 
improper on their face that they should alert someone to it. But in 
conjunction with this latter matter, Mr. Chairman, I would like to 
give one illustration of the point that Mr. Shute made earlier, namely, 
that while the banks do not have liability with respect, to checking the 
truth or the accuracy of the representations contained in the supplier’ s 
certificate, or the correctness of any information submitted in the 
documents, they do, where facts appear to be irregular, call them to 
our attention. 

To illustrate this, I call the committee’s attention to a notification 
we once received from one of the New York banks, where the sup- 
plier had an address in Jena, Germany. The purchaser in that case 
was an importer in a southeast Asian country. The procurement 
authorization was limited to procurement from a free world source. 

Our procurement authorizations are normally issued under a code 
which describes the permitted source of the commodities. A fre- 
quently used code permits any free world source. Jena is part of 
East Germany and not a free world source. 

The bank, seeing that the supplier had a Jena address, called our 
attention to it. It could easily have paid. There was no —— 
bility on its part. We immediately looked into the situation, got in 
touch with our mission in the southeast Asian country, which cot in 
touch with the importer there to find out with whom he was dealing 
and where he was getting the goods from. As a result the trans- 
action was not consummated. This was a specific illustration of a 
bank doing more than it is literally required to do. 

Mr. Founrarn. Of course, what Mr. Naughton had in mind a 
few moments ago was a twofold proposition, I imagine; if a man 
was sitting there, making a preaudit, even though he may not be able 
to go behind the information obtained on the document, if he saw 
something which indicated a question, even though the bank may go 
ahead and make that payment, he could bring those particular situa- 
tions to your attention for further examination. 

It would just. be another way of strengthening the system. 

Mr. Naveuron. I note that you have examined something like 38 
percent by value of the agric ultural transactions on a spot check or 

sampling basis during the last 3 fiscal years. How many people do 
you have doing that work? 
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Mr. Bacon. You mean how many did we have during that time? 
Or currently ? 

Mr. Naveuron. You examined 88 percent of the transactions. How 
many people did that ? 

Mr. Bacon. We did submit an exhibit, which showed our streneth 
on duty during these periods, and occasions when there were vacan- 
cies. During “this period, the authorized positions consisted of a 
section chief and an assistant. During part of that period, I would 
refer you to that chart, I think it was approximately half a year, the 
position of section chief was vacant, so that for a period of possibly 
a year during those 3 fiscal years the section operated with just the 
omens, of the analyst. 

Mr. Navueuton. What grade is the analyst? 

Mr. Bacon. A GS-9 

Mr. Naventon. Does he have other responsibilities in addition to 
the agricultural commodities ? 

Mr. Bacon. Yes. The section at present covers food and agri- 
cultural commodities, fertilizer, pharmaceuticals, and _ pesticides. 
During those previous years it did not cover pharm: wceuticals. This 
is a new responsibility, which I assigned to the section, because Mr. 
Blagg has chemistry training, and it particularly fits his background. 

Mr. Naueuton. Mr. Blagg also has other responsibilities at present 
other than agricultural commodity price analysis ? 

Mr. Bacon. Yes; he does. The price analysis part of our work 
is only a part of our operation. I could not break that down statis- 
tically in terms of the portion of our time given to analysis versus 
other dubia. 

Mr. Nauenron. Over this 3-year period would it be fair to say that 
there has not been more than the equivalent of one man working full 
time making price analysis on agricultural commodities, or even 
less than that? 

Mr. Bacon. If we take 3 years and we had a vacancy of one of the 
jobs for one-half a year, I think it would average out somewhat more 
vei one man. It would be substantially less than two, I would say. 

Mr. Navucuron. About what would you say the total annual cost 
to the ICA of the price analysis of agricultural commodities has 
been ? 

Mr. Bacon. We submitted an exhibit indicating our salaries and 
time. I think this was by section. I believe that would show the 
total cost. 

Mr. Naventon. Just a rough estimate. Would it be less than 
$20,000 ? 

Mr. Bacon. Approximately $16,000. 

Mr. Naventon. Youcan furnish the exact figures. 
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(The information furnished follows :) 


Salaries (gross of deduction) 





Biweekly | Annual 

- er body nh pacpeehe sgebh cept eet apt ates eee 

Agriculture Section (all 402 commodities except cotton): | 
Section head che teri I cn hc i an RNa ac i I is $390. 38 $10, 149. 88 
peaeare. Ls eed gd ta 5 0 ee ddetddL cbt dubia 240. 38 | 6, 249. 88 
eee 2 foes hats} ob a he ee ee ae BOT aaron 630. 76 | 16, 399. 76 
—= rd 

' 

Fibers Section (cotton): 

Section head ODS 8 6 ROS TVET EE dae id 8 Py si Sate hetstatihd ical 387. 12 10, 065. 12 
Analyst pieeeie evan oe hae einai aan 5 halides hae agi tle 240. 38 6, 249. 88 
POGUE Ais), chi bn cisitlebinidhadelaé jdt Dbbsind <abdaideddatd dab iie be tee 627. 50 16, 315. 00 
Total (all 402 commodities) ............-...-............. cae 1, 258. 26 32, 714. 76 

| 





During the time that you had no supervisory analysts working on 
agricultural commodities, what would you estimate to be the amount 
of agricultural commodity transactions that came through your Sec- 
tion—$200 million or $300 million ? 

Mr. Bacon. Since the section 402 requirement is in the neighbor- 
hood of $250 million a year, you multiply that by 3 and it would be 
$750 million. 

Mr. Naucuron. The total recoveries that have been made on pricing 
analyses have been a little over $9,000 in 3 years’ time. 

Mr. Bacon. That is in agricultural commodities. This would not 
cover cotton—yes, that is just agricultural commodities, excluding 
cotton. 

Mr. Naueuton. Did I see in your previous testimony a compilation 
that the total sum since the beginning of the foreign aid program 
recovered in agricultural commodity “refunds, was “something over 
$15 million? $15.5 million, I believe. 

Mr. Bacon. I have some figures on that I would like to check. 

Mr. Suurte. I note from one of these tables, exhibit 1 to a letter 
submitted to the committee on June 16, that the transactions not. in 
compliance for 3 years was $2,046,826. 

Mr. Naveuton. I am talking about the period prior to these 3 
years, also. 

Mr. Bacon. You are talking about actual collections ? 

Mr. NaueuTon. Yes. 

Mr. Bacon. Our cumulative figure, through March 1948, for refunds 
requested in agriculture and pharmaceuticals is $11,691,000, and in 
addition to that there were claims of $22,849,000 in cotton and other 
fibers. That would be principally cotton. That is claims. Collec- 
tions totaled $11,391,000 for agricultural commodities and $21,698,000 
for cotton. 

Mr. Naventron. These claims are all prior to fiscal 1955? 

Mr. Bacon. These are the cumulative claims from the beginning 
of the operation of the branch to March 1958. 
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Mr. Naveuton. Since the total refund request is a little over $2 
million in the last 3 years on agricultural commodities, the previous 
total is quite a large amount more. 

Mr. Bacon. Total refunds requested on agricultural commodities 
in these 3 years were $2,046,000. This does not include cotton. I 
would have to provide a separate figure for cotton since it was also 
under section 402. 

Mr. Naventon. Do you think the fact refund requests have 
dropped from $1,982,000 in 1955 to $9,848 in 1957 can be attributed in 
part to the fact you have not had sufficient personnel to handle 
enough of these transactions or perhaps to give sufficient attention to 
the ones you do handle? 

Mr. Bacon. I would hesitate to say that that could be the reason. 
I think it is quite possible that during the year in which there was a 
vacancy certainly that would have had some effect on the refund 
requests. 

I might also add that we have a number of refund requests in 

reparation which we have not included in these figures which would 
bs included in the figures for fiscal year 1958. 

Mr. Naveuton. You may have some new refund requests as a result 
of transactions brought to your attention by this subcommittee? 

Mr. Bacon. This excludes that. I i imagine that is possible. 

Mr. Naveuton. Have you ever asked for additional personnel ? 

Mr. Bacon. I, as you perhaps know, have been with the Branch 
just 1 year. I have felt that in this period of time I should accept 
the arrangements which had been made and operate for a certain 
period of time determining what the staffing ought to be for the work- 
load. I believe we did request some additional staff for 1959, the 
coming year, and we are considering an additional request. 

Mr. Naveuton. Do you think it might be an economical policy in 
terms of refunds and the prevention of irregularities to obtain suffi- 
cient additional personnel to check all transactions for overpricing 
instead of 38 percent ? 

Mr. Fountarn. That is 38 percent by value? 

Mr. Brace. Yes. 

Mr. Fountarn. Are you able to give us the percentage you examine 
in terms of numbers ? 

Mr. Biace. No; but I wanted to tell the committee how we choose 
which ones we examine and how much time is allotted to various 
things. If the committee would like to hear that, I think it would 
simply much of the questions you are asking here. 

Mr. Fountain. I want you to do that for the record, but we have 
a quorum call now and we have Dr. Fitzgerald here waiting. 

Mr. Buace. I will gladly defer. 

Mr. Fountarn. I am afraid we will have to recess and meet if we 
can tomorrow morning at 10 o’clock. I donot think we have any more 
questions of you at this time. We do have some questions for Dr. 
Fitzgerald. 

Mr. Buace. Mr. Chairman, do you remember that I requested, if 
possible, that my testimony be limited to a shorter time because I am 
attending this Foreign Service School and am missing some valuable 
things. ‘Tf I could give my testimony this afternoon, I would 
appreciate it. 
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Mr. Founrarn. We would like to accommodate you, but we have a 
yery important bill on the floor this afternoon and I am advised a 
number of amendments which are highly controversial will be offered. 
I am sure the other members of the committee would like to be there, 
and so would I, although we do want to complete as soon as we can 
this stage of our study of your operating procedures. What time do 
you attend the school ¢ 
" Mr. Braga. The classes start from 9 to 12 and from 2 to about 5. 

Mr. Fountarn. It is awfully difficult to try to work this thing to 
suit everybody, particularly Members of Congress. 

Mr. Buaee. I could write it and give it to you as an exhibit if you 
would like. 

Mr. Fountain. Why don’t you prepare for the record the testimony 
which you would like to give sleeis to your sampling procedures 
and any other information you think would be helpful to the better 
understanding of the committee of your operating procedures. That, 
of course, would become a part of the record. 

(Mr. Blagg testified later on this subject.) 

Mr. Fountarn. Mr. Naughton, I believe, has a question. 

Mr. Naucuron. Who, if anyone, is performing the agricultural 
pricing analyses while Mr. Blagg is at school; or is it not being 
performed ? 

Mr. Bacon. His assistant, Mr. Powell, is doing the analyses at this 
time. 

Mr. Naventon. Is it contemplated Mr. Blagg will be transferred 
from this work? 

Mr. Bacon. No; it is not. 

Mr. Naucuron. Is the Foreign Service School something that pre- 
pares him better for this job or does it have reference to something 
else? 

Mr. Bacon. Mr. Blagg is in the Foreign Service. He is serving a 
period of duty with us of 2 years which will expire sometime this 
fall, I believe, and I have requested that he continue with us for at 
least another year. This is part of the ICA personnel-rotation 
policy. But in view of the difficulty of training a new person, and 
in view of the extensive coverage of this section, I have asked that he 
be continued. 

Mr. Navucuron. Isn’t it hampering price analysis to have your 
trained supervisor unavailable? 

Mr. Bacon. You mean during this Foreign Service School ? 

Mr. Nauauron. Yes. 

Mr. Bacon. It might cause some temporary reduction in the amount 
of analysis we do, but the agency feels that the value of this course 
for the broader ramifications of his responsibilities and his future 
work in the Foreign Service well justifies it. 

Mr. Naveuron. These transactions you are now unable to analyze 
run about $1 million a day ? 

Mr. Bacon. I would not attempt to estimate. 

Mr. Naueuton. How long will the school continue? 

Mr. Bacon. I believe the term is completed in early September. 

Mr. Naveuton. So as far as Mr. Blagg is concerned he is not going 
to be available to you for the next couple of months? 
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Mr. Bacon. Mr. Blagg is available for consultation on any prob- 
lems. He does not himself do the detailed mechanical part of the 
work. He is available for guidance and for interpretation of the 
regulation and for supplying technical information on the markets. 

Mr. Fountain. Who does the detailed mechanical work ? 

Mr. Bacon. Mr. Powell, his assistant. 

Mr. Fountarn. Maybe Mr. Powell could come tomorrow. Would 
he be in a position to answer questions in this particular field ? 

Mr. Buace. In choosing the sampling, I have assumed the respon- 
sibility. I have also tried to maintain trade contacts to keep knowl- 
edge coming in to the section that is useful and to try to improve the 
operation, Mr. Powell is primarily a detail person who works under 
my direction. 

Mr. Founrarn. He would be in a position to give information as 
to the number examinea, would he not ? 

Mr. Brace. Not any more than we can because you cannot draw an 
inference from the number of transactions. We try to examine the 
largest transactions, those involving the largest number of dollars, 
because it takes as much time to examine a transaction involving a 
small amount of money as a transaction involving a million dollars. 

Mr. Fountatn. What is the mechanical work that Mr. Powell does? 

Mr. Brace. The computations, the work sheets, such as that. 
Analysis is more than just looking at a document. 

Mr. Fountain, I know that. 

Mr. Buace. He tries to find out what prices are. I also assist in 
this matter. We have tried, because of the multitude of material we 
handle, to become somewhat specialized. For example, I am more of 
a specialist in pesticides and chemicals and Mr. Powell has had more 
experience in grain, flour, and milk and so on. This is the general 
way in which we have divided the work. It is impossible to be a 
specialist in 400 commodities. 

Mr. Founrarn. I do not want to interfere with your opportunity 
to improve your competency for the benefit of the Government, but 
we want the people here best able to give us the information, and as 
much as I hate to inconvenience you, J expect you ought to be back 
tomorrow. 

Mr. Bacon. Perhaps you could make it in the morning. 

Mr. Founratn. Yes, and I hope we will be able to finish before 
lunch. 

The next thing I want to find out, Dr. Fitzgerald, will you be able 
to be here in the morning at 10 o’clock ? 

Dr. Frrzerrarp. I shall attempt to be here. I do not know what 
my schedule is. 

Mr. Fountatn. We would appreciate it if you could. 

Consequently, the subcommittee stands recessed until 10 o’clock to- 
morrow morning. If for any reason we discover that enough of the 
members of the subcommittee, to constitute a quorum cannot be here, 
we will notify you. 

(Thereupon, the subcommittee recessed until Friday, July 18, 1958, 
at 10 a.m.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


FRIDAY, JULY 18, 1958 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m. in the hearing room, George 
Washington Inn, Hon. L. H. Fountain (chairman of the subcommit- 
tee) presiding. 

Present : Representatives Fountain and May. 

Also present: James R. Naughton, subcommittee counsel. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that a quorum is present. 

Continuing from where we stopped yesterday in our discussion of 
operating methods, Mr. Blagg, I will give you an opportunity at this 
time to explain to the committee just what your examinations consist 
of and to tell us what kind of checks you normally make for over- 
pricing. 


FURTHER STATEMENT OF MARVIN A. BACON, CHIEF, PROCURE- 
MENT ANALYSIS BRANCH, OFFICE OF THE COMPTROLLER, INTER- 
NATIONAL COOPERATION ADMINISTRATION; ACCOMPANIED BY 
ALVA H. BLAGG, SUPERVISORY BUSINESS ANALYST, AGRI- 
CULTURE AND PHARMACEUTICALS, PROCUREMENT ANALYSIS 
BRANCH; JOHN SHUTE, CHIEF, FINANCIAL AND PROCUREMENT 
METHODS DIVISION; AND LESLIE GRANT, OFFICE OF THE GEN- 
ERAL COUNSEL 


Mr. Braga. Mr. Chairman, our work is generally divided into two 
classes of examination, which we might, for purposes of clarity, call 
class 1 and class 2. Class 1 examination is examination of a trans- 
action or a group of transactions in which we have some lead, or tip, 
or suspicion, that there may be some possible violation or something 
wrong with the procurement. 

These leads can come from many sources. They can come from the 
sort of thing that the committee has submitted to us in these congres- 
sional inquiries, and by other inquiries into operations. 

Also, a lot of trade people go to their Congressman for representa- 
tion when they think maybe they have not had a fair shake in a trans- 
action. 

Along the same line, instead of going through Congress, the trade 
sometimes complains directly to us that the lowest prices were not 
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taken, and that the procurement was sour. We try to encourage the 
trade to complain to us if they feel a transaction isn’t competitive, if 
they have made a lower offer and it wasn’t accepted. 

Another source of leads is from our routine examination of trans- 
actions. Maybe one company has been collecting commissions or has 
done something that they should not have done. We can go back to 
that company’s file and check back into it. These are the types of 
leads that we have. They come from all sources, maybe not even from 
agricultural commodity suppliers. 

Some companies deal in two or three kinds of commodities. Another 
section of a branch has run into something about a company that 
sounds a little irregular and we may check it on our commodities. This 
is the class 1. They take priority over routine examination, or class 2 
transactions, which are those transactions where we have no prior 
information that there is anything amiss. 

This is what we call the spot check, or the random sample group. 

Along with the class 1 type of operation, I personally spend a great 
deal of time trying to insure that the conditions of procurement are 
good. This is in our advice to the cooperating countries. Maybe we 
pass them market information so that they will know what the com- 
petitive prices are, so that they are a little more astute in their procure- 
ment. This would be called a preventive action. 

We have tried to do this to the greatest extent possible, because 
generally we feel that, if we can teach countries who are cooperating 
to be competitive in their procurement, there will be fewer price 
violations. 

As I think Mr. Grant pointed out in earlier testimony, we would 
prefer to see this done right in the first place rather than having to go 
out and cause the disagreeableness of collecting a claim from a country, 
or all the work of collecting it from the suppliers. 

The second class is our regular sample. When I came to the branch, 
I made, to the best of my ability, a detailed study of how we were pick- 
ing the material that we handled on this random sample. It appeared 
to me, in my judgment, that we should try to work on the most current 
material inasmuch as we couldn’t handle all of it, as the feedback 
information (or what we learned from the sample) would be more 
useful if it were from reasonably current transactions. In other 
words, information gained could be passed on to cooperating countries 
and could be incorporated into changed and better procedures pro- 
vided it came from transactions which were reasonably current (rather 
than 2 or 3 years old). 

I personally made the recommendation to my superior at that time, 
Mr. McFeaters, that we work on a current basis, that we select each 
month those transactions, which we, for other reasons, thought were 
important and that we had some reason to include in our examination, 
that at the end of each month we close out the month and go on to the 
next month. 

This has been the genera] plan of operation on a monthly basis, and 
we do this. This fits mec hanically into other operations of the comp- 
troller’s office in that each month when they close out the accounting 
procedures, they take these vouchers, which have been checked for 
other purposes, ‘and file them. As soon as the vouchers are filed, Mr. 
Powell goes into the files and selects from this group the ones that are 
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for agricultural commodities. They are filed chronologically in 
order of payment 

Mr. Fountain. Does he have to go through each one to pick out the 
ones that. are commodities or are they already filed in that manner? 

Mr. Brace. No. They are filed in numerical order by voucher 
number. This [our procedure] is not so difficult, because there is a 
commodity code number incorporated in the PA numbers and he can 
check that and if it is one of the codes we handle he can pull them 
out and get them out onto his desk where he can sort through them 
in a better manner. 

We mare adopted this system, because—I adopted this system, I 
should say, in our section—after interviewing or talking with all of 
the sec tion "chiefs who had been in this office considerably longer than 
I had, trying to find which system was the most efficient for our 
branch. ‘This became a decision on our part. 

Other sections used slightly different procedural techniques, ac- 
cording to their commodity. This is similar to the technique used 
by another section, which is quite efficient in their analysis. 

Mr. Powell also thought this was probably the best way to do it. 
It saved time. We agreed to it and put it into effect. 

Now how do we select which transactions out of this sample? I 
think in Mr. Bacon’s testimony he pointed out several factors. I 
will review them, maybe in slightly different language, but we look 
to, one, the sophistication of the country in which we are dealing as to 
their procurement methods. It is quite obvious, I think, to you, and 
everyone else, that a country like France who has been in the import 
business for many years and has been trading a great,deal knows 
more how to procure competitively than a country like Laos, for 
example, which has never had any foreign trade. We feel the trans- 
actions to Laos, or to these less developed countries, are more likely to 
contain violations, on a probability basis, than those that are trans- 
actions going to France or Germany or countries which have had 
some exper lence in procurement in international trade. 

This is one important criteria. 

Another important criteria we use to select transactions from the 
group of material available is the question of whether there are in- 
centives implicit in the cultural practices of the nation, such as their 
aes techniques, or other things they have been used to in the past 

efore we went in there, whether they still have some influence. The 
situation as far as their currency is concerned, whether their currency 
is stable, whether it is valuable, whether there is any possibility that 
they would try to indulge in procurement practices to exchange local 
currency, rather than to buy at the lowest prices possible. 

These are some of the other factors we consider. 

Another thing we consider is whether the procurement that we are 
working on in general is a government procurement with explicit 
competition. That is, it is a publicly announced tender or it has 
been publicly announced that they are going to buy this on the low- 
est offer and they have publicly asked for offers, or whether the 
competition is only implicit. 

If the trade knows that there is business, and that under our Ameri- 

can competitive system there are going to be several people in there 
trying to sell this stuff and the buyer is no fool, he isn’t going to pay 
more than he has to. 
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These are some of the basic criteria. 

Another one is the amount of the transaction. It behooves us to 
look after a transaction involving a million dollars, rather than one 
involving a hundred dollars, because the examination time (and 
cost) in “not propprtional to the amount of money involved in most 
cases. 

In other words, a whole cargo of bulk wheat, for example, may be 
an easier transaction and take less time to examine. 

Moreover, if there were a violation, it might involve a larger 
amount of money than several smaller transactions. 

I think that pretty well generally covers our selection. I have been 
talking from notes. There 1 may be some points I have left out. 

Mr. Fountary. Do you have any questions, Mr. Naughton? 

Mr. Naventon, I wonder how large your sample is, by comparison 
with the total number of 280’s coming in on agricultural commodity 
transactions. 

Mr. Buacc. We have not studied this in terms of numbers of 
transactions. As I pointed out, in my previous testimony, class 1, 
or the ones where we may have some suspicion or lead take priority. 
When we draw the group of samples it may be that all our time is 
spent working on cases of the class 1 type. If so, we have to give 
up the samples unless we have maybe started through it and we want 
to continue, unless it is something that looks of extreme interest. 

This is not a formalized s sample because we are spread fairly thin 
in this operation. There is a lot of work to do. We try to pry into 
those things where we have some evidence that there might be some- 
thing wrong. This is our first consideration. 

Mr. Navenron, You indicated that you try to keep your analysis 
work on a current basis ? 

Mr. Buaaea. Yes. 

Mr. Naveuton. About how long after the bank has actually made 
the payment would you analyze such transactions as you might 
analyze through your pr ocedures ? 

Mr. Brace. This is somewhat dependent upon how fast audit and 
the budget people or various people would work with these things, 
before they get in the files, take. Our workload, I understand, in 
the controller's office, (it has been my observation. and this may not 
be true) has not been constant over the years. In other words, pur- 
chasing and transactions are more frequent in some parts of the fiscal 
or calendar year than others. During that period there is a greater 
lag before they get in the files than during the time when there are 
less transactions. Generally it is around 3 months before they get 
into files, where we can get at them and before Mr. Powell is work- 
ing on them. 

Mr. Naveurton. If it takes 3 months from the time of payment for 
you to get vouchers, about how much longer would you then take 
either to analyze the transaction or to file it without analyzing it be- 
cause you couldn’t get to it? 

Mr. Brace. Can you repeat that again? 

Mr. Navcuton. You have said it takes perhaps 3 months for the 
auditing section to complete their auditing of such transactions as 
they may audit and get the material down to the files, where it is 
available to the price ‘analy sis branch. 
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On the usual transaction, about how much additional time would 
be required for the analysis branch to either make an analysis, or 
decide, because of limitations of personnel available, that they would 
not be able to handle this particular transaction ¢ 

Mr. Buiaae. This is a highly variable thing. In the first place, I 
would like to correct part of your statement. It isn’t all the time 
in audit. A lot of this is in the completion of the month’s vouchers 
as they come down in dribbles, before they go into the operation of 
filing them, putting them in folders, et cetera. This takes time. It 
is a mechanical thing 

We don’t like to interfere with the filing operation. We do some- 
times. We do sometimes, because if we are chasing a case, we have 
to go through the files to get them. 

In the case of time if, for example, we are working on a group of 
procurements, such as a large procurement of wheat by some country, 
such as India, and we have e already started the analysis of this group, 
we have been making our spread sheets and listing these commodities 
and getting them in order so they make the general picture and we 
can analyze from this general picture, we would not send those back, 
even though the month were up. 

This would not be very efficient. The idea is to get the most out 
of it that we can. If we have already done part of the job, we do 
not feel we should take them back just in the interest of currency. 
If that was the implication you got it is not correct. 

Mr. Naveuron. No. I was trying to establish about how long 
you would usually work on a tr ansaction before your analysis would 
be completed, or the material—perhaps I should go back. Unless 
you are going to make an analysis of it, probably you would never 
pull a vouc her from the files? 

Mr. Brace. We try to keep the sample within our estimated time, 
and amount of work we can do is what I mean. I mean, Mr. Powell 
does most of the routine calculation. I am called into ‘analyze pri- 
marily when there is a question, whether there is a problem on decision 
as to whether these things do meet our price test, what you might 
call an executive decision as to whether this is or is not a violation. 

Sometimes I can’t make that decision. It has to go to Mr. Bacon. 
Sometimes we have a conference. Some things are very close. Also 
sometimes we do not have all the facts. We may pull a voucher and 
keep it out 8 or 10 months while we are trying to dig up additional 
information on it. 

If during the month we run into, say, some big procurement. to 
India, we know from the documentation in the agency that we have 
only part of the transactions. Rather than completing examination 
on this group we will set them aside until] the rest of the payments are 
made. 

As you know, in these big procurements a shipment may extend 
over 5 or 6 months. The buyers have some delivered 1 month, some 
delivered in 2 months, according to their port facilities, et cetera, 
The whole procurement will have the same contract date. For ex- 
ample, with wheat we may have the tender held on March 10. The 
prices are as of March 10 for June delivery, for July delivery, Sep- 
tember delivery, October delivery, and November deliver y. We have 
five different price levels in one tender, because the prices of wheat on 
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market, for June delivery, is not the same, necessarily, as the price of 
wheat on March 10 for July delivery. So to doa reasonably sensible 
job of analysis it is necessary to get these data onto a spread sheet 
where you can look at it and come to some conclusion. If you take an 
isolated transaction you will spend a great deal more time trying to 
fit it into the picture of what happened in the way of the prevailing 
price concept at the time of sale. 

Mr. Naventron. I am sure we recognize there are unusual or ex- 
tended transactions that would cause you to take a larger amount of 
time than you might if the transaction were completed and the docu- 
mentation were all available. 

What would your goal be for a transaction which was not extended 
over a long period of time, and in which all of the documentation was 
available to you ? 

Mr. Biace. You mean this is an isolated sale where we have all the 
documentation ? 

Mr. Naventon. Yes. Would you try for 1 month’s time on that ? 

Mr. Buace. You mean work on it for a month ? 

Mr. Founrarn. Would you try to have it completed within a period 
of a month? 

Mr. Buace. We would try to get it out as soon as possible. If Mr. 
Powell finds them within the price tests that we have set up, or they 
are below the eligible price and there is no evidence of a violation of 
any kind at all, or no suspicion that there is, if it is a perfectly normal 
competitive transaction he tries to get the vouchers back to the files 
as quickly as possible. He gradually puts them back into the file as 
we are charged with them. 

Mr. Naveuron. In most of these transactions, then, probably a 
month or so after you receive the material you would have han a 
determination as to whether or not you were going to file a claim, 
certainly where the transaction was regular and presented no problem. 
You might decide within a month that you were not going to file a 
claim. 

Mr. Brace. We would decide that there appears no evidence to file 
a claim now. If someone supplies us the lead that makes it look like 
maybe we made a mistake or there is more in this than we can see in 
the documentation that case can be immediately reopened. We do 
not make a final decision, I think as Mr. Bacon pointed out, at any 
one time. The case is not closed until there has been some kind of 
financial settlement. Otherwise, it is always open. 

Mr. Founratn. How long would it take Mr. Powell on an average 
to examine a transaction fully ? 

Mr. Buaae. This is a highly variable situation. If we have a situa- 
tion like wheat, where we can take the published price, we can sub- 
tract the published subsidy and arrive at the prevailing market price; 
this may not take very long. It would take some calculation, depend- 
ing on how many documents there are to go through to check the 
weight, and delivery, whether the amounts and unit prices were cor- 
rect. Sometimes this can be done very quickly. 

Mr. Founrarn. When you say “quickly,” do you mean a matter of 
hours or days? 

Mr. Brace. In a matter of an hour or a day. Other times it may 
take us 30 days to find out the facts if it is maybe back in history 
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some time and there isn’t price information available, it is not an 
organized market where you can go to publications and get these 
prices—sometimes we have to make a determination as to what the 
prevailing market price was at that time. These types of cases take 
longer. 

I presume you are talking mostly about listed commodities here 
now. We also have unlisted commodities, which are handled some- 
what differently. For some of the markets in which we deal there 
are no published figures any place which are of use to us. We have 
to determine what the prevailing export price is at the time. 

Mr. Naveuron. Is there any legal restriction upon the length of 
time that you can wait before filing a claim, and still have the same 
legal rights as you did at the beginning of the period ? 

Mr. Buiaae. I would like to refer this to Mr. Grant. 

Mr. Grant. Against whom ? 

Mr. Naueuton. Against any one. 

Mr. Founrarn. Is there any statute of limitations on the time 
within which you must file a claim if you determine that there has 
been overpricing, and you want to take necessary action to effect 
recovery ¢ 

Mr. Grant. There wouldn’t be any except a statutory period that 
runs against Government claims. If there is any fraud involved, 
the statute does not run at all. 

Mr. Fountarn. What is the general statutory period on Govern- 
ment claims? 

Mr. Grant. I think 5 or 6 years, and claims against possible refund 
claims against a country are limited only by our own regulations, 
where we provide for the period of time during which—in other 
words, that statute or our regulations provides for a similar period of 
5 years during which we can assert claim against the country. 

Mr. Fountarn. Whom did you succeed, Mr. Blagg, or was your 
position unfilled until you came there ? 

Mr. Brace. I understand the man’s name was Mr. Hunter. I have 
met, him once or twice. 

Mr. Fountain. How long had he been there before you came there? 

Mr. Brace. I don’t know. 

Mr. Fountatn. Do you know, Mr. Bacon ? 

Mr. Bacon. Mr. Shute was in charge of the Branch. 

Mr. Fountain. Doing the type of work which Mr. Blagg is now 
doing ? 

Mr. Suure. I should refresh my memory. I would say that Mr. 
Hunter filled the position for about 2 years. 

Mr. Founrarn. How long has Mr. Powell been doing this work ? 

Mr. Suute. He had been doing it while Mr. Hunter was there, at 
least, and earlier. 

Mr. Fountarn. Who was doing it before Mr. Hunter and Mr. 
Powell? Do you know? 

Mr. Suure. A man by the name of Jean Zeller. 

Mr. Fountarn. You have had somebody all the time doing this 
type of work ? 

Mr. Suutre. There have been vacancies. A man would leave and it 
would take some time to find a replacement. 

Mr. Fountarn. When you have a vacancy naturally a lot of these 
things pile up? 
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Mr. Buace. They pile up or get. overlooked. 

Mr. Fountain. There are so many of them. 

Mr. Bacon. There was a vacancy, I think, of almost a year between 
Mr. Blagg and Mr. Hunter. 

Mr. Brace. This made it a little difficult for me to take over, to 
get oriented into the job. 

Mr. Fountarn. And during that period of a year, Mr. Powell was 
the only one you had ? 

Mr. Brace. He was handling routine examination. 

I would like to point out as part of my testimony, in general, the 
work in our shop (I think Mr. Bacon will bear me out) is divided 
into what we call routine and analysis. Those who are more spe- 
cialized at running machines and have an accountant- -type approac h 
to the thing, have some commodity background, but it is the responsi- 
bility of the supervisory analyst to understand the market situation, 
to make decisions and interpretation of the rulings. 

Mr. Suute. I would like to, if I may, clarify one point: Before 
Mr. Bacon took over this position as C hief of the Branch, the Chief 
was Mr. Marvin McFeaters, who was an agricultural economist. As 
a matter of fact, back in 1948 when the program started he was the 
original incumbent in this position that Mr. Blagg now holds. ‘There 
was always someone in the background who had- pretty expert know!l- 
edge in this field. 

Mr. Fountarn. Mr. Bacon; how many employees do you have in 
the Procurement Analysis Branch ? ~ 

Mr. Bacon. At the present time there are 18. 

Mr. Fountarn. Do you have any vacancies now ? 

Mr. Bacon. No vacancies at the present time. 

Mr. Founrarn. I believe you told us yesterday how many people 
you have working full time on agricultural commodities. 

Mr. Bacon. There are two. 

Mr. Founrarn. They are Mr. Blagg and Mr. Powell? 

Mr. Bacon. Well, 1 pointed out at that time, I believe, that the 
same section also covered pesticides, fertilizer and pharmaceuticals. 

Mr. Founrtatn. Do you feel, Mr. Bacon, that your procedures and 
your personnel are substantially adequate ? 

Mr. Bacon. As to the procedures, answering your first question 
first, I am not wholly satisfied with our procedures. In the time that 
IT have been there, a little over a year, I have been reviewing them. I 
think there is always room for improvement. I have encouraged the 
collection of additional information and the use of more formalized 
approach to the sampling, insofar as it can be done, and I think it is 
something that one constantly looks at. Of course, as my experience 
in this area grows, I will probably make some changes. 

With respect to personnel, I feel that we could certainly, with addi- 
tional personnel, bring in more than the additional cost in recoveries 
by the Government. I think that is possibly the best objective meas- 
ure one might have. 

Mr. Founratn. I recall in my home States we had quite a con- 
trovery in the State legislature on one occasion about hiring some 50 
or so additional people in the revenue department, in an effort to 

check on tax returns. . They finally put the people on, with a commit- 
ment from the Commissioner of Revenue that these additional people 
would, in his opinion, bring in specified sums of money. 
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The men were put on and we were amazed at their effectiveness. 
Our State treasury was increased by many millions as a result of the 
employment of 50 additional people. 

I was wondering if you feel that either your procedures or your 
personnel are adequate, in view of the importance of this matter, the 
amount of money which is involved, and the possible recoveries when 


your discover overpricing. 


Mr. Bacon. I think that additional personnel would more than pay 
the extra cost. Now just where you would cut that off, in view of the 
alternative things that the agency has to spend money on, I wouldn’t 
be able to say. 

Mr. Founrain. If you had additional personnel would you use 
them in Mr. Blagg’s department, or would you use them elsewhere ? 

Mr. Bacon. I would use them in his section and also in the indus- 
trial equipment section. 

Mr. Founran. Primarily for the purpose of being able to cover 
many more cases ? 

Mr. Bacon. That is correct. 

Our coverage in those two areas is less than it is, for instance, in 
industrial raw materials. 

Mr. Fountain. And also to check more thoroughly on those cases 
which come within the classification which Mr. Blagg referred to as 
classification 1, as a result of types and things of that kind which are 
brought to the attention of the department ? 

Mr. Bacon. That is correct. 

Mr. Fount a Has Mr. Blagg ever asked for more employees? 

Mr. Bacon. I don’t recall that he has. He may not have consid- 
ered—Well, I don’t know want to speak for him on this, but I won’t 
say that he has, 

Mr. Fountain. Mr. Blagg, have you had oecasion to ask for more 
employees, or have you felt the need for more employees to handle 
this type of work? 

Mr. Braga. I have brought the point up many times and I am sure 
Mr. Bacon will bear this point out, that there were a lot of jobs I 
wanted to do, particularly the preventive field, in which I have tried 
to do some work that has long been undone, that if I had more time 
and more people I would be able to do more work. — At present, I spend 
on the average about 8 to 10 hours a week of my own time in gratui- 
tous overtime, trying to get my work done. I have several major 
projects which I have bes n trying to write papers on that I have not 
had time to complete. I do fee! that, as you know, some accountants 
and some analysts are faster than others. Some types of analyses are 
more difficult. That is, they require much mere digging to get price 
information. 

If we had more people we would get more work done, but I also 
recognize that I am not in that decision-making position, to say how 
many people we should have. 

Mr. Founraryn. But on the basis of your experience, do you feel 
that additional personnel would enable you to find more cases where 
recovery as a result of overpricing might be effected ? 

Mr. Brace. I will say this: I don’t think there is—the statistical 
inference can’t be so clear to say that we would bring in more money 
but I am sure that I would rest easier that we have done a better job 
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if we had more people. I don’t have any certainty in my own mind 
that we are able to catch all of these things. My knowledge of sam- 
pling methods indicates to me that, no matter how well we refine our 
sampling and how well we select these that we are still leaving the 
door open in several places. 

It is just the probability there that we are likely to miss some of 
these. I have searched my own mind, I have worked hard trying to 
find better ways to improve it but I think there are limits to what you 
can do to improve efficiency. Sometimes you have to put more people 
on. 

Mr. Fountain. Mr. Bacon, we know you have not been in your job 
for a very long period of time, but on the basis of your experience and 
your knowledge of the operation, and the difficulties involved, have 
you made a request for additional personnel for this type of work, 
especially for the purpose of checking on overpricing? 

Mr. Bacon. We did have a request for an additional senior analyst 
in the fiscal 1959 budget. I have at various times indicated, but not 
formally in writing, that we needed more people. 

Mr. Fountarn. What kind of response did you get? 

Mr. Bacon. I don’t know what the outcome has been on our request 
for additional ceiling on the budget. I had planned for this coming 
year to ask for additional people. 

I haven’t decided yet how many. 

Mr. Fountarn. How would a request for addition] personnel nor- 
mally be channeled and who would make the decision, either jointly 
or individually, as to what requests should be made to the Budget 
Bureau ? 

Mr. Bacon. I think the initiative would probably, or should come 
from my branch in the way of a justification, a description of the re- 
sponsibilities that the jobs would carry, the grade level that would be 
necessary, the functions that would be performed and the number of 
people that would be needed, and an indication as to why they would 
be needed. 

Mr. Fountarn. Then what would be the next step? 

Mr. Bacon. That would be presented, of course, to Mr. Shute, Divi- 
sion Chief. It would be considered by him, and I presume Mr. Mur- 
phy and our executive officer, and from there I am not just sure what 
the channel would be, but it would be a matter of presenting it to, I 
think, the group in the agency, the Management Planning Office, who 
determine the agency’s ceilings and of course a request of this kind 
would have to be considered in relation to alternative requests and 
the priorities for meeting those requests. 

Mr. Fountatn. Would Dr. FitzGerald or Mr. Smith make the final 
decision concerning requests for additional personnel ? 

Mr. Bacon. I don’t think they would be involved in a decision of 
this kind, unless there were an agencywide matter that had to be re- 
solved. I think that this would be worked out in the context of the 
agency’s review of its own administrative budget, below that level. 

Mr. Founrarn. Mr. Shute, I wonder if you can tell us what has hap- 
pened to the requests to which they have referred for additional per- 
sonnel for this particular type of work. 

Mr. Suurte. As I recall, for the fiscal year 1959 budget we did 
request one additional person. I do not know what the outcome will 
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be on that. Recently Mr. Bacon has talked to me about the need for 
additional people. This was in the nature of an informal request. 
Mr. Bacon has outlined what must be done. It must be approved by 
the Office of Management Planning and then incorporated in the 
overall budget. 

Mr. Fountain. Who submits the overall budget to the Budget 
Bureau ? 

Mr. Suute. It isthe Budget Division of ICA. 

Mr. Founrarn. In view of our discussions thus far and the extent 
to which you have thought about this matter since we started making 
our preliminary investigations, do you feel that one additional person 
is adequate to do the job that ought to be done? 

Mr. Bacon. Are you speaking to me, sir? 

Mr. Founrarn. Mr. Shute. 

Mr. Suurtr. I hesitate to commit myself on that, sir. I think it 
would require more study. 

Mr. Bacon. I would say in view not only of the problems which we 
can see arising in this area because of cases which we have not 
been able to cover in our analyses, but also in view of a number of 
other special reviews we are going to have to make connected with 
cases that have already begun, we have an immediate prospect of 
extremely heavy workloads in other areas as well as this, and I 
myself will find it necessary to make a firm request for a number of 
additional people. 

Mr. Fountarn. Of course we are spending approximately a million 
dollars a day in this particular field, are we not? 

Mr. Bacon. That would be approximately right. 

Mr. Fountatn. Commodities which CCC sells already contain a 
subsidy which has cost the taxpayers a substantial sum of money. I 
am not questioning that because it is a matter of congressional policy, 
but on top of that we are spending money in buying these same com- 
modities from private brokers. It seems to me that this is a field, 
and the transactions are of such a nature, and the amount of money 
involved is such, that we should have adequate personnel even if it 
accomplishes no more than to give satisfaction that, as nearly as 
possible, all leaks are stopped and all claims are asserted. I am one 
of those who feels that in many agencies of government we probably 
have more personnel than we need, but in a field like this where so 
much is involved it seems to me the agency, the heads who make the 
decisions, and the Congress if it does not concur, are being penny 
wise and pound foolish if they do not supply adequate personnel to 
check these transactions in every respect, particularly with respect 
to the dollars which we pay out. 

Do you have other questions, Mr. Naughton ? 

Mr. Naveuron. Yes. 

Mr. Blagg, you indicated that the priority category of transactions 
which are analyzed are those where you have reason to suspect some- 
thing is wrong either through tips or your own bnpiielis of the 
circumstances. Are you able to analyze all transactions in category 1? 

Mr. Buiacc. We work at it. That is a hard question to answer— 
are we able to check on all of them. I cannot think of any we have 
passed up where we have had a substantive tip that something was 
wrong. I cannot think of any I have overlooked in that field. 
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Mr. Naveuton. But there may be some where you yourself may 
have some question and may want to look into, or may be you would 

want to spend more time on them if you had "additional personnel, 
that you consider are in category 1? 

Mr. Brace. I will give you anexample. We had a tip from a trade 
organization that one man was getting all the business in one country 
for a certain class of commodity and that obviously there must be 
some overpricing. It did seem illogical that this man should get all 
this business, so I began prying into it and I found several technical 
violations in his forms and so forth. Those technical violations were 
straightened out; he furnished the information I requested. I worked 
on this case a lot myself. Mr. Powell assisted me some, but I did a 
lot of it on my own, and when we got through we could not find a 
thing wrong. He was selling DDT to Turkey at a lower price than 
GSA pays for it. This was an unusual situation. 

Mr. Naventon. Mr. Blagg, about how many tips do you get a year 
alleging that there are irregularities ? 

Mr. Buaae. I do not think I can answer that. They are diffused 
things. It is not a letter someone writes and says, “Here is something 
that is‘wrong.” I may get a tip from the trade that is completely 
wrong because some man may feel he should get the business and he 
makes a complaint that is not substantive. In this sugar deal to India 
the man claimed his bid was lower, but it developed - he had not sub- 
mitted a bid for material in accordance with the specifications. It 
took cables to India to check into it and when we got the bid he had 
submitted, it was found his material was below the specifications 
although his price was lower. This is the type of tip we have all the 
time. Of those that are substantive, it is hard to say the number. 

Mr. Naucuton. We realize some tips do not amount to anything 
on investigation. 

Mr. Fountain. We get some of those too. 

Mr. Naventon. But can you give an estimate of the approximate 
number of tips you get? Would it be one a day or two a day? 

Mr. Buace. You mean how m: any transac tions are involved or how 
many tips? 

Mr. Naveuron. Of course one tip may say there have been irregu- 
larities in five transactions. 

Mr. Briaae. I do not know if I can give you a number. While I 
was in the office yesterday waiting to come here someone complained 
they thought there was a kickbae ‘k on a flour transaction. I made a 
note of it and we will investigate it. That came from a trade associa- 
tion. 

The important thing is that I try to follow them all to see whether 
they are substantive or not. This, of course, is very time consuming 
and sometimes it takes a great deal of time, on a single tip. 

Mr. Naveuron. Mr. Blagg, you indicated, I think, that in selecting 
or determining what transactions to analyze you give consideration to 
whether or not conditions are competitive in that transaction. In 
other words, if you have reason to believe the circumstances were not 
as competitive in one transaction as in another, you might give pri- 
ority to that transaction ? 

Mr. Biace. That is right. 

Mr. Naventon. Do you give special attention to transactions involv- 
ing interrelated organizations? 
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Mr. Buace. If we know they are related, yes. That would be one 
of the criteria. In other words, there is a latent possibility for a non- 
competitive sale at any time that rel: utionship exists and that is one of 
the criteria that gives it a little higher priority than where it is a sealed 
bid tender. This is a normal modus operandi of our shop. 

Mr. Naveuron. So you do feel that if two interrelated organiza- 
tions are buyer and seller it is a transaction that warrants a good hard 
look ? 

Mr. Buacc. Yes, under the system we use that would be one we 
would try to look at, not necessarily more than others, but. that is one 
of the criteria in determining our s ampling. 

Mr. Naucuton. I believe in previous testimony we were told that 
one of the things that helps you in this whole situation is that the LCA- 
financed transactions are just like ordinary business transactions in 
that the purchaser for foreign currency, in order to make a profit, 
will want to keep the price he pays in foreign currency just as low as 
hecan. Am I correct in my recollection of that 

Mr. Suvure. That is correct, sir. 

Mr. Buagc. That is generally true. 

Mr. Navenron. If a concern ina foreign country is dealing not with 
an independent firm in the United States but with another branch of 
the same worldwide concern, then it does not really matter too much to 
them what price one branch pays on paper to another branch since it 
is coming out of one pocket and going into another ¢ 

Mr. Founrary. Mr. Shute, can you answer that ? 

Mr. Suurte. I would say the incentive for competition is certainly 
less in those circumstances. I think they are always moved by the 
fact that eventually they have to sell this commodity in the local 

market. It is true under the circumstances you cite there might be an 
attempt to transfer profits from one company to another, but gener- 
ally speaking there is the force of local market where the commodity 
must be sold. 

Mr. Naucuton. But where they are two companies that are inter- 
related, it has no effect on the total profits of the worldwide organiza- 
tion ? 

Mr. Suute. There is a tendency, certainly, for that to be true; yes. 

Mr. Naueuton. In making agreements with cooperating countries, 
the ICA sets a rate at which the foreign currency must be exchanged 
for dollars, does it not? 

Mr. Suure. Not quite. A rate is agreed to. I believe the Inter- 
national Monetary Fund rate is used in most instances. 

Mr. Naueuton. But you do have instances where the rate at which 
ICA is changing foreign currency into dollars might be more favor- 
able than the normal commercial rate or black market rate or free 
market rate? 

Mr. Suute. Yes; that is true. 

Mr. NauGuton. Let us say, as an example, that the dollar is worth 
20 francs and ICA goes into a transaction where it is giving a dollar 
for 10 francs. In that instance if you can get francs changed into 
dollars by ICA, the dollars are worth twice as much as the frances? 

Mr. Suure. Yes. You are doing this, of course, by buying com- 
modities. 
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Mr. Naveuron. Yes. Let us take a situation where a worldwide 
firm has a branch in the United States and a branch in the foreign 
country. They are dealing with themselves. It does not matter to 
them how many francs they are paying for that commodity because 
it is coming out of one pocket in frances and going back in the other 
pocket in dollars. As a matter of fact, would it not be to their 
advantage under those circumstances to make the price just as high 
as they possibly could because the excess they are able to transfer 
over the value of the commodity doubles in value ¢ 

Mr. Suure. You must not forget the buying company is still going 
to be left holding that mass of commodities it has bought. The buying 
company will have this stock of agricultural commodities which some- 
how it has to sell. 

Mr. Naueuron. Let us take an example of a commodity that is 
worth a dollar. If a foreign importer buys it for a dollar he can sell 
it for $1.10 and make a profit. He is dealing with a United States 
affiliate of his own concern. Instead of setting the price at $1 he sets 
the price at $2 which he pays to his own affiliate in the United States. 
He loses $1 in the resale of the commodity because he has paid twice 
the price it is worth. However, that is not a loss to the worldwide 
firm because the extra dollar is being paid to the U.S. branch. As 
a matter of fact because they are able to exchange it for twice what it 
is worth the firm has made a dollar in the currency exchange? 

Mr. Grant. I do not think that is true because here you have ex- 
change rate control and where the control rate does not bear a direct 
relationship to the so-called free market rate the countries usually 
have basic price control. If you do not have price control within the 
country, the country has no way of reenforcing its official exchange 
rate controls. So if you have a subsidiary company that is paying 
twice as much as it should pay for agricultural commodities to a sub- 
sidiary in the United States it still, as Mr. Shute has explained, has 
only agricultural commodities in its hands. It has agricultural com- 
modities which it probably can sell at the official exchange rate in the 
country at a controlled price. 

So, assuming the premise that the selling subsidiary is going to be 
gaining at the expense of the purchasing subsidiary, this process can- 
not be continued very long unless the purchasing subsidiary has 
enormous assets to simply transfer to the selling subsidiary. 

Mr. Naveuton. Entirely apart from what may actually have hap- 
pened, I am trying to analyze the possible motives of firms. It has 
been stated here that there is a tendency to keep the price as low as 
possible because the importing firm has to resell at a profit. I am 
suggesting there is an incentive on the part of related firms to get 
the price as high as possible in order to convert foreign currency into 
dollars rather than to make the profit on the commodity. 

Mr. Suute. There is such a tendency. In every country I know of 
where there is a wide discrepancy between the free exchange rate and 
the exchange rate used in making deposits of local currency against 
ICA-financed transactions, some mechanism is established by the coun- 
try to avoid this sort of thing. They have an import licensing system 
and some form of controls by which they attempt to prevent these 
occurrences. There is that tendency, but there are forces, I think, 
working in the other direction. 


ee 


RE 


oa 





Cc 


oH ee oe 





ide 


ise 
er 
pir 
h 
er 


.p- 
as 
as 
Lm 
ret 
ito 


of 
nd 
ist 


mM 
Se 


vk, 


ot omminenennrrimes 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 15] 


Mr. Navueuton. That is the purpose of ICA price analysis, to 
avoid such transactions ? 

Mr. Suoure. It is one of the objectives of ICA. 

Mr. Naveuton. And you would want to watch more closely the 
transactions between related firms? 

Mr. Suure. Yes. 

Mr. Naveuton. About what percentage of the transactions between 
related firms do you think you make an analysis of ? 

Mr. Suurs. That varies tremendously. In the field of petroleum 
I would say 99 percent of the transactions are between related firms. 
In the field of agricultural commedities I would say the percentage is 
small. I donot know what it is offhand. 

Mr. Naveuton. What Iam asking is: What percentage of the trans- 
actions between affiliated companies do you feel you are checking? 

Mr. Suure. I am sorry, I cannot answer that. 

Mr. Fountain. Mr. Blagg, can you answer that? 

Mr. Brace. I do not know because sometimes we do not know com- 
panies are affiliated. If we know they are affiliated, they would have 
priority over ones we know are not affiliated. 

Mr. Bacon. We do not have a statistic for that. 

Mr. Navcurton. In other words, you recognize the danger but you 
are not in a position to say whether your procedures provide for 
adequately checking all such transactions ? 

Mr. Suure. I would say this, if a man works in a particular field 
all the time some of this information is common knowledge. He 
knows company A has an affiliate in this country that goes under 
such and such a name. This informal knowledge exists and I am 
sure this man would pay particular attention to these transactions. 

Mr. Navucuton. Do you think it is realistic to treat transactions 
between two branches of a worldwide company as a transaction be- 
tween a buyer and a seller or should you not handle that as one 
company being an agent of the other 

Mr. Suure. I think we have to treat it as a transaction between 
buyer and seller. As I say, we have to apply more careful standards 
in those transactions, but I think we must still treat it as a trans- 
action between a buyer and a seller. 

Mr. Buaae. There is another group that enters into this where we 
think there is some connection but they are organized as separate legal 
entities. This becomes a problem for lawyers to discuss. 

Mr. Fountain. Mr. Blagg. I am not sure you are the appropriate 
person to answer this question, but you may be and if not some of the 
other gentlemen may be able to answer it. 

As I recall, our previous testimony indicates that ICA-financed 
shipments of agricultural surplus commodities were being made by a 
relatively few large firms for the most part. I wonder 1f you could 
give us an estimate of the number of firms that have received ICA 
payments on shipments of agricultural commodities since January 1, 
1954? 

Mr. Brace. Since January when? 

Mr. Fountain. Since January 1, 1954. 

Mr. Brace. I cannot offhand. 

Mr. Founrarn. Can you get that information without too much 
trouble? Do we have that information, Mr. Naughton ? 
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Mr. Naveuton. We have a list of all ICA payments made to U.S. 
firms since January 1954, which list covers 151 pages. I recognize 
quite a number of those firms as firms dealing in agricultural 
commodities. 

Mr. Fountarn. Would it be difficult to distinguish | which of those 
have received payments on agricultural commodities since 1954? 

Mr. Brace. Yes. 

Mr. Fountarn. An estimate would be all right. 

Mr. Bacon. If I may say something on that, a large company may 
have a substantial proportion of its transactions in agricultural com- 
modities but it deals also in other commodities, and in order to get at 
this we would have to go to our original files and look at the com- 
modity code and build it up from that. We could not take the tabu- 
lation that was prepared and from that separate it on a commodity 
basis because even though a firm may be known as a grain firm or a 
specialist in some commodity, it may also deal in other commodities. 

Mr. Founratn. Would you be able to give us an estimate on that? 

Mr. Suute. Suppose we try. 

Mr. Fountain. Suppose youtry to do that. 

Mr. Bacon. We can always make an estimate. Sometimes the esti- 
mates are rough. 

Mr. Fountarn. Suppose you make an estimate based on the best 
information you can get. 

Mr. Buace. We do know that several large firms do the bulk of the 
business. There are probably trade reasons for that. (The informa- 
tion furnished follows:) 


It is our estimate that about 550 firms have received payments on shipments of 
agricultural commodities since January 1, 1954. This estimate may be consider- 
ably understated since many firms may have shipped agricultural commodities on 
a one- or two-time basis but may have more frequently shipped in other 


categories. 

Mr. Founrarn. About what percentage of the firms receiving ICA 
payments would you say are U.S. firms? Mr. Shute, can you answer 
that ? 

Mr. Suvte. Well, this is just an off-the-cuff guess. For agricul- 
tural commodities I would say it is over 95 percent. 

Mr. Founratn. What would you say, Mr. Blagg, from your analysis 
of these transactions ? 

Mr. Brace. I just would hesitate to guess. It would certainly be 
off the cuff and it is hard to define what a U.S. firm is. 

Mr. Founrarn. That is my next question. Just what is your defini- 
tion of a U.S. firm? 

Mr. Buace. That becomes an arbitrary definition. For the purpose 
of this report which we prepared—which, I might say, was prepared 
more or less as an omnibus thing to take care of many, many small re- 
quests from Congressmen as to ‘how much business was done in their 
district and how much elsewhere, which is a difficult thing to do—for 
the purpose of this report we used the definition a firm listed on the 
supplier’s certificate with a U.S. address. This was an arbitrary 
definition. It is like most definitions m Government. You have to 
have some cutoff. As I remember, this is the definition, a firm with 


an address in the United States who signed the supplier’s certificate 
at that address. 
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Mr. Founrarn. You referred to a report that was made. Is that 
the 151-page duplicated list prepared by ICA entitled “ICA Com- 
modity and Freight Payments to U.S. Firms”? 

Mr. Brace. Yes. 

Mr. Founrarn. What was the purpose of preparing that list? 

Mr. Suvure. It had been requested by Senator Douglas, I believe, 
and it was prepared for him. After its preparation there were many 
other requests for it. 

As Mr. Blagg pointed out, various Members of Congress have 
asked for information relating to their particular district or State. 
Then we got this one request from Senator Douglas for the total 
picture. 

Mr. Founrarn. Was it prepared primarily for Senator Douglas or 
was his request what prompted you to prepare the whole list ? 

Mr. Suvure. As J recall, his was the first request for the total pic- 
ture. There had been requests for congressioni al districts or States, 
but his was the first request for the total picture. 

Mr. Founrarn. This list was prepared about the time the ICA 
appropriation was coming up for action m Congress; was it not? 

Mr. Bacon. It was prepared in April and May, I believe. 

Mr. Founratn. May 1958, I believe. 

Mr. Bacon. It was released in May. 

Mr. Founrain. I wonder if you could tell us about how long it took 
to make up this material and how many people worked on it. Mr. 
Bacon, can you answer that question? It is quite a list. 

Mr. Bacon. It took a period, as I recall—and I would have to check 
my files on this—the actual tabulation, preparing it ready for typ- 
ing, required about 414 days and then there was editing and typing and 
some checking and duplication, not all of which was constant work, 
requiring an additional 4 or 5 days. I think something over a week 
lapsed. 

Mr. Founrain. How many people worked on it ? 

Mr. Bacon. It was mainly a clerical tabulating job. We used 
statistical clerks who would run adding machines with the touch sys- 
tem and I believe the maximum number we had on duty was possibly 
30 at one time. They were drawn from all over the agency and they 
worked primarily on an overtime basis because that was the only 
time during which it was possible to have the desk space and access 
to the file and access to the machines. 

Mr. Founrary. So you had approximately 30 people working over- 
time and I imagine on weekends for 4 or 5 days? 

Mr. Bacon. The work was begun, as I recall, on a Thursday with a 
handful of people working during the day, and a few more on Friday, 
and most of the work was done on Friday evening and Saturday and 
part of Sunday. 

Mr. Founrarn. Who ordered the preparation of this material ? 

Mr. Bacon. Do you mean who—— 

Mr. Fountrarn. Who made the decision to prepare the list ? 

Mr. Suute. To the best of my knowledge the request came to the 
agency in the form of a telegram from Senator Douglas. We re- 

ceived the assignment from the Deputy Director for Management or 
the Acting Deputy Director. 

I would like to clarify one thing. When Mr. Bacon spoke of 30 
people, we do not want to convey the impression there were 30 people 
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working constantly for 4 or 5 days. That was the maximum number. 
At some periods set may have been only two people working. 

Mr. Bacon. The 30 people was one evening when we were able to 
get that many people and was for about 4 hours. 

Mr. Buaae. We did not want to interrupt more than necessary their 
normal work, and I believe Mr. Murphy made the decision no one 
should work on it during normal working hours more than necessary 
because of our heavy workload. 

Mr. Founrary. What was the urgency to require these people to 
work overtime and weekends? 

Mr. Suuts. The telegram requesting the information—this is from 
memory—came in on Tuesday and requested the information by Fri- 
day. In the case of any congressional request we do our best to meet 
the deadline. We did not meet it in this instance but we tried. 

Mr. Founrarn. But you did have to stop some of your other work to 
prepare the list ? 

Mr. Suute. Some, yes. 

Mr. Founratn. Did you call Senator Douglas and advise him of the 
extent of the work that would be necessary to compile this list ? 

Mr. Suure. I do not myself know of such a telephone call. 

Mr. Fountarn. In this connection I would like to read a statement 
that we have from Senator Douglas, as follows: 


The list of commodity and freight payments made by ICA in the 2%-year 
period from January 1954 to June 1957 is the kind of information which I 
should think that each agency would have available on a continuing basis and 
which the Congress should have in order to perform properly its legislative 
functions with respect to foreign aid. It is useful and helpful information. 

I was led to believe by indirect sources that the information was available 
and that one need only ask for it to be transmitted. I received two copies of 
the list. At no time was I informed that any special effort was needed to 
compile it, and while I regret that ICA felt it necessary to make a special effort 
to compile the information which I thought was already compiled, I nonetheless 
think it is most useful information for us to have in order that we may know 
who and what companies have received contracts from ICA and whether or not 
these contracts are for useful and valid purposes. 


I think Senator Douglas gave us that statement because the ques- 
tion had been raised about the compilation of the list. 

I might ask this question: Do you think, Mr. Shute or any of you, 
that this information might have been helpful in securing a larger 
appropriation for ICA operations? 

Mr. Suute. I would hesitate to hazard a guess on that. 

Mr. Fountarn. Dr. FitzGerald? 

Dr. FrrzGrrarp. To the extent that it satisfied Senator Douglas, it 
no doubt was helpful. 

Mr. Fountarn. Getting back to our questioning before we got into 
the question of the list, what is your definition of a U.S. firm? 

Mr. Suoure. The definition that was used in co oe this list was 
the one Mr. Blagg cited, that is, a firm giving a U.S. address. 

Mr. Founrarn. In other words, if a firm gave a U.S. address, so 
far as you were concerned it was a U.S. firm ? 

Mr. Suure. That is true. 

Mr. Fountatn. And you did not go behind that to determine if it 
was in fact a U.S. firm ? 

Mr. Suute. No. 

Mr. Naueuton. Do you have any other differentiation to make 
beyond that to determine what is a U.S. firm ? 
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Mr. Suvute. We might in a specific situation, but generally this is 
not a matter which has any great substantive importance. You see, 
you have U.S. nationals operating abroad as suppliers under the ICA 

rogram. You have foreigners operating from U.S. addresses. I 
taow of a number of U.S. firms that operate from Japan, for exam- 
ple. That is, they are companies owned by U.S. nationals and the 
management is made up of U.S. nationals and yet they operate from 
a foreign country. So you have this confusion, let us say, of owner- 
ship and management with the physical location of the firm. This is 
not a matter of moment, I would say. 

Mr. Naucuton. So in making ICA payments you are not particu- 
larly concerned whether the firm is a U.S. firm or a foreign firm hav- 
ing no connection with U.S. firms whatsoever ? 

Mr. Suvure. Generally not. 

Mr. Founrarn. We ask that question because of the policy adopted 
by Congress to the end that private enterprise in America be used 
to the highest extent practicable. 

I am informed that Amtorg, which I understand is the official Rus- 
sian trading agency, has or had an office in New York. Under your 
definition they would qualify asa U.S. firm. Is that right? 

Mr. Suvure. This, I assume, is a hypothetical case? 

Mr. Founratn. Yes; it is a hypothetical case. 

Mr. Snure. There is a distinction between the location of the sup- 
plier as a business firm and the area from which he supplies. In 
the case of all agricultural commodities they must be supplied from 
the United States. 

Mr. Fountain. I understand that. 

Mr. Suure. So even though, for example, a Japanese firm were to 
supply they would still be supplying from the United States. 

Mtr. Fountarn. Then you do not actually know much about the 
firms with which you are negotiating other than the fact they have 
an address in the United States? 

Mr. Suure. In terms of this factor we do not. 

Mr. Buiacc. May I make a correction? We are not negotiating 
with these firms. We are merely financing transactions, 

Mr. Fountain. Maybe from the standpoint of the choice of words 
you are right. 

Mr. Grant. You see, Mr. Chairman, if there were any statutory 
reason why we should be limiting our operations in any respect to 
firms that are controlled through U.S. managers or are beneficially 
owned by U.S. nationals, the agency would have some substantive rea- 
son for inquiring into it, but there is no such statutory reason. You 
get into the question of Canadian firms that are subsidiaries of Amer- 
ican firms. The question comes up: Are they American firms or 
are they Canadian firms? The Canadians seem to think they are 
Canadian firms although the beneficial ownership is in the United 
States. 

Mr. Founrtarn. I am not saying there is a reason for you to check 
into it since you have no directive to do so, but I think it is a matter 
of interest to this committee and should be a matter of interest to the 
Congress in view of this policy of handling transactions through 
commercial channels to the maximum extent possible. 

Mr. Blagg, or whichever one of you gentlemen is best prepared to 
answer the question, about what percentage of ICA payments for 
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agricultural commodities exported from the United States would 
you estimate go to the 15 or 20 largest firms from the standpoint of 
purchases and sales? 

Mr. Brace. Are you confining yourself specifically to agricultural 
commodities that are surplus in CCC-owned stocks ¢ 

Mr: Fountain. Yes. 

Mr. Buace. I have no statistics on that at all but I would guess 
over 95 percent of them. 

Mr. Founrarn. You mean over 95 percent of the business goes—— 

Mr. Buaaa. To the group of larger firms; 15 or 20. 

Mr. Founratn. Fifteen or 20 or whatever the number may turn 
out to be? 

Mr. Buaace. Yes. 

Mr. Founrartn. Mr. Naughton, have you compiled some informa- 
tion on that ? 

Mr. Navewron. Yes. We have compiled a list, and I want to 
explain that there are certain circumstances that should be considered 
in using this list. We have gone through the 151-page list prepared 
by IC A and picked out the large firms which we recognize from 
our own knowledge to be large dealers in agricultural commodities. 
I would say the vast majority of payments to these firms are for 
agricultural commodities, although some of the firms may deal in 
other commodities. 

This list does not necessarily reflect all payments made to these 
firms. It was prepared from the ICA list and we may have missed 
some payments in going through the list, and possibly ICA missed 
some in compiling their list. “Also, it would not reflect payments 
since June 30, 1957. 

This list we have prepared from the ICA list shows six firms re- 
ceived in total payments from ICA in the period January 1954 
to June 30, 1957, $518,418,126.14. 

The largest individual firm—and we include in the firm two of its 
subsidiaries—was the Continental Grain Co. of New York, N.Y., 
which received payments of $131 million and additional payments 

of $19 million to the Far Eastern Continental Grain Co. and $14 
million to the North American Continental Co. 

Mr. Fountarn. Are those subsidiaries ? 

Mr. Naucuton. That is my understanding. 

Those are the payments to the top six firms. We eae the 
payments for an additional 14 firms which received $314,815,196.11 in 
ICA payments, so that the total for 20 firms, is $8: 33,033, 322.25 over 
a 314-year period. 

Mr. Fountarn. Will you tell the committee again how you hap- 
pened to select the firms ? 

Mr. Navucuton. We picked firms that from our own knowledge 
we knew were substantial dealers in agricultural commodities. I 
should point out that in the case of the firm of Woodward & Dicker- 
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son in Philadelphia, listed for $43 million, I believe most of the pay- 
ments were for fertilizer rather than agricultural commodities. 

Mr. Founrarn. That may be true)in regard to others also? 

Mr. Naveuton. Yes, but I think the vast majority of the payments 
were for agricultural commodities. 

Mr. Biacc. Many of these firms do deal in fertilizer. Woodward 
& Dickerson is one. And some of these companies deal in cotton. 
Anderson, Clayton & Co. I believe is the largest dealer in cotton in 
the United States; and Volkart Bros. and Weil Bros. deal in cotton. 
Oriental Exporters deal in all commodities. Some of their largest 
transactions are in sugar and fertilizer. 

Mr. Founrary. Will you look at this list and give us the benefit 
of your thinking as to whether or not most of those companies deal 
primarily in agricultural commodities ? 

Mr. Brace. Let us go down the list. 

I think Continental Grain per se is the largest domestic grain com- 

any in the United States. There may be some argument about that, 
but they have the largest business and I believe the largest facilities. 

Leval is a large company internationally as well as nationally, 

Up under Continental Grain Co., Far Eastern Continental Grain 
Co. also deals in fertilizer. They have been reor ganized as the Cen- 
tral Resource Corp. They sent us a notice of their reorganization. I 
am more familiar with their fertilizer transactions than their grain 
transactions. 

Bunge deals in all sorts of commodities including grain, rice, and 
I believe in milk some; I am not sure. 

Cargill is another large domestic grain company. 

I do not know about McFadden. 

Mr. Suoure. It is a large cotton firm. 

Mr. Brace. I do not handle cotton. 

I think the next one, Anderson, Clayton & Co., is cotton, and also 
the next one. 

Woodward & Dickerson are merchant exporters. They maintain 
sales offices all over the world. 

Garnac is primarily grain, I believe. 

Robin Intern: tional deals in grain and agricultural commodities. 

Interoceanic Commodities deals in surplus commodities, particu- 
larly cottonseed oil and also are very heavy in the freight market, I 
understand. 

Louis Dreyfus Corp. also. 

Does that answer your question ? 

Mr. Fountatrn. I just wanted to give you an opportunity to com- 
ment on this. 

Mr. Brace. I do not know what you are driving at. I have seen 
some transactions from these ec ompanies. 

Mr. Fountarn. I wanted your opinion as to the extent to which 
they dealt in agricultural « ‘commodities. 

Mr. Brace. I am sure this list includes the most important. com- 
panies. There may be others that are missed. I cannot think of any. 
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(The list is as follows :) 


Payments received from ICA, January 1954 to June 30, 1957 


Contingatal rein: Os., New-York, NF <- 314.55 ohn $166, 117, 840. 63 
Cererenter Grain Oe. 4 a ek 131, 684, 356. 41 
Far Eastern Continental Grain Co--...-.-...-.----..--- 19, 586, 288. 99 
North American Continental Co__.-..-.---_-.---~~------ 14, 847, 195. 23 
NR i ke PURE cM I Mi eseenccecascenimpntyveiee Slerieeesgnen eulecener 105, 599, 926. 64 
Om, OE TO SONU Ws Be Ese adi dienes 72, 406, 019. 68 
Carer, 160. Poruiend, Ureg. =... Lh eae ie Sin 61, 168, 828. 15 
NO i eal kB linemabincnnitiakign be peeserenon 46, 513, 298. 51 
enn ION I NIN it Th ss 2 steps totic seabed catia edges iniaes peciaiaaoa 14, 655, 529. 64 
George H. McFadden & Bro., Memphis, Tenn___--___________- 57, 417, 214. 09 
Anderson, Clayton & Co., Houston, Tex___.....__._.-_-__-_-- 55, 708, 296. 95 


NN 518, 418, 126. 14 








BE. F. Creekmore & Co., Inec., New Orleans, La____-----__--.-- 46, 274, 891. 56 
Woodward & Dickerson, Inc., Philadelphia, Pa_____-_-_-----_--_ 43, 682, 572. 09 
Gerhkec Grain Ge: Inc., New York, N.Y —...--~~....~4s..-... 38, 974, 979. 52 
Cte Gee einns SUR MOCUR TINO, "DOR is annem em niaditannaqnns 30, 185, 545. 3 
Robin International, Inc., New York, N.Y------------.------- 25, 648, 311. 838 
Interoceanic Commodities Corp., New York, N.Y-------~------ 20, 767, 668. 88 
DE SPOUTS CUED. INOW. ZOEK. INCE omnwenivniensiwaedecnennen 19, 504, 713, 42 
Volkart Bros., Inc., New Orleans, La. _.....--.---...--..-~--- 16, 517, 148. 32 
Weil Bros.-Cotton, Inc., Montgomery, Ala._.-.---.--.-.------ 14, 472, 875. 34 
Oriental Exporters, Inc., New York, N.Y-.-----..------.-~--- 14, 068, 287. 99 
BNS International Sales Corp., New York, N.Y_-------------- 12, 457, 613. 09 
enna Gk, 2c, meee, "Tene. ow eh te. ou 11, 456, 314. 26 
gm. EL. Dixon & Bro., Inc., Dafias, Te®ctlu Gls ceriu sk Z32% 10, 661, 858. 64 
BH. Kempner; Gaiveston, Tex. 2.0. sid ane cu see cc 10, 147, 415. 87 
NIE aicadn ications 5 Sinacrie escaping ecu alas hchencalieiiag abalaietia Ee 314, 815, 196. 11 
OUR Bo Mrme ee) Le ee eek 833, 233, 322. 25 


Source: Compiled from list of ICA Commodity and freight payments to U.S. firms issued 
by International Cooperation Administration, May 8, 1958. 


Mr. Fountarn. Mr. Naughton, do you have figures indicating the 
relationship of the amounts saveivel totaling $833 million-plus as 
compared with the total payments? 

Mr. Naveuton. The total payments listed in the 151-page listing 
amount to $2,010 million. That includes a substantial volume of non- 
agricultural commodites. 

Mr. Buaae. Well, I am sure this list does too. 

Mr. Fountarn. Yes; 1 would think so. 

Mr. Navueuron. It includes some, I am sure. 

Mr. Bacon. Of that $2 billion I think probably on the basis of the 
expenditure figures of ICA the surplus agricultural commodities 
probably would not be more than one-third. 

Mr. Fountarn. One-third of the total ? 

Mr. Bacon. Yes. 

Mr. Suure. 20 to 25 percent. 

Mr. Bacon. Which would indicate a substantial portion of the 
sales involving these particular companies are not surplus agricultural 
commodities. 
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Mr. Founratn. About what percentage of the commodities being 
financed for export by ICA do you think are being obtained from or 
subsidized by CCC? 

Mr. Brace. This is a very interesting question that has about 15 or 
20 different answers, because when you say “obtained from CCC” 
what do youmean? Do you mean directly? 

Mr. Fountarn. Purchased from CCC originally. 

Mr. Brace. That would be hard to say because about one-third of 
the wheat exported will be purchased from CCC stocks but the rest 
may be procured from the domestic market. This is the mutual sub- 
stitution program. 

Mr. Navueuton. If the wheat is not secured directly from CCC it is 
subsidized by CCC, is it not? In other words nobody will export 
wheat unless it is obtained from CCC or subsidized by CCC ? 

Mr. Buaae. Not unless they want to go broke. 

Mr. Naucuton. What we wanted was the total figure. What per- 
centage of ICA-financed agricultural commodity shipments are ob- 
tained from CCC stocks or are subsidized by CCC? 

Mr. Buace. One of the examples we submitted to you was corn. 
Corn was not under subsidy at the time and was purchased from the 
domestic market. Soybeans has not been under subsidy all the time. 
Wheat has, I think, all the time. 

Mr. Naveuton. You would expect all wheat financed to be obtained 
from CCC stocks or subsidized by CCC? 

Mr. Buaee. That would be in the CCC export program. 

Mr. Naucuton. And wheat is about one-third or one-fourth of your 
agricultural commodity shipments ? 

Mr. Buage. I have not made an analysis of that. 

Mr. Navueuron. And cotton would be pretty much in the same 
category as wheat; exports would be subsidized by CCC or obtained 
from CCC stocks? 

Mr. Braga. I would rather not speak about cotton because I do not 
handle it. 

Mr. Bacon. Commodities that move under section 402 I believe are 
more or less al] subsidized, are they not ? 

Mr. Founrarn. It is my understanding that most of them are. 

Mr. Bacon. Of course from one time to another, as Mr. Blagg has 
pointed out, there may or may not be a subsidy of a particular series 
of exports. 

Mr. Buage. It is very difficult to generalize and make a true state- 
ment. 

Mr. Fountain. I realize that. 

Mr. Naveuton. Would you say 85 percent of agricultural com- 
modity shipments would be either subsidized or obtained from CCC 
stocks ? 

Mr. Buaeea. That is hard to answer. 

Mr. Naucuton. It certainly would be over 50 percent, would it 
not ? 

Mr. Suvure. I would hazard a guess that it is over 50 percent. 

Mr. Naveuton. It could be as high as 75 or 80 percent? 

Mr. Bacon. It could be. 

Mr. Fountatn. I understand Mr. Naughton called your attention 
to a transaction involving an ICA-financed shipment of 7,000 metric 
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tons of rice to French West Africa. What have you been able to 
Jearn about that transaction ? 

Mr. Buiace. There are several transactions he called our attention 
to. 

Mr. Fountarn. Will you identify this particular transaction ? 

Mr. Naveuton. It involved the shipment of 6,900 metric tons of 
rice shipped by Leval to Dreyfus under date of November 1955 

Mr. Buaae. Do you have the voucher number? 

Mr. Naveuton. I do not think we do. 

Mr. Brace. This transaction is still under investigation because of 
certain things involved in it. The primary thing in it was pointed 
out to the committee, I think. In fact, it was not pointed out by the 
committee. The committee called this transaction to our attention 
before we had time to look at it, then after they had had it and gave 
it back to us, I pointed out on the face of it there were these agents’ 
commissions that were not accounted for, which I thought bore inves- 
tigation immediately. 

“Mr. Navewron. Was that not discussed at a meeting in my office 
before we returned the voucher ? 

Mr. Brace. I mentioned it that day, that that was something that 
was W rong. 

Mr. Naveuron. It was so wrong it showed on its face ? 

Mr. Brace. I was looking at it with a critical eye. I had no reason 
to gs! why you were interested in it. 

Mr. Naventon. There was a $13,000 commission paid to a foreign 
agent not named on the face of the document ? 

“Mr. Brace. Yes. 

Mr. Naventron. And we found an additional $100,000 in commis- 
sions paid under about the same circumstances ? 

Mr. Biacc. You mean in additional vouchers ? 

Mr, Naveuron. Yes. 

Mr, Brace. I have a spread sheet. I have not totaled the amounts. 
In some cases there are commissions, and in these in general the agents 
were listed. We have not completed our review but on four of the 
commissions that were charged the audit branch took exception to 
these and did not pay them in the first place. 

Mr. Naucutron. The commissions had already been paid by the 
bank, had they not, some months before ? 

Mr. Braga. Oh, yes. 

Mr. Naverron. Has the money been recovered from the banks or 
the company ? 

Mr. Brace. I think it was recovered from the cooperating country 
in this case. I can’t talk to this point because this is an “audit, re- 
covered commission rather than ours. 

Mr. Bacon. I think this was a case of direct reimbursement to 
France and some of the commissions were deducted by the French 
themselves, on some of these transactions. I am not sure which ones. 

Mr. Navueuron. The commissions were paid to the private firms 
that were engaged in these transactions. The recovery was made 
from France itself, is that correct ? 

Mr. Bacon. In some of these cases, yes. 

Mr. Navueuton. The audit exe eptions were taken to several thou- 
sand dollars in commissions because the agents were not named on 
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the face of the document? Isn’t it true that a number of additional 
transactions went through audit under identical circumstances, when 
the names of the agents were not shown on the face of the documents, 
and no exception was taken ? 

Mr. Bacon. That is correct. 

Mr. Fountatn, Do you have any other questions ? 

Mr. Brace. I would like to clarify a point, since Mr. Bacon has 
been in our office there has been some improvement in getting these 
commission claims referred to our section for action, and I think we 
are having a better coverage on those maybe than perhaps in the 
past. This is part on our constant program to try and improve our 
operation. 

Mr. Bacon. I do not want to take credit for that. It was an arrange- 
ment which was developed shortly before I came there. 

Mr. Navauton. Of course, the fact that quite a few thousand dol- 
lars in payments that were irregular on the face of the documents 
got through transactions which were supposedly audited certainly 
suggests that there should be a tightening up of your auditing pro- 
cedures, does it not, Mr. Shute? 

Mr. Suute. Well, it may suggest that. I am not sure that it neces- 
sarily proves it. These transactions, of course, had not been examined 
by Mr. Blagg, or by any of Mr. Bacon’s people. I am positive, just 
as Mr. Blagg when he saw this and noted it, that if it came into his 
sample he w ould have taken action on it. 

Mr. Naveuton. Of course this is an irregularity that was apparent 
on the face of the documents. Mr. Blagg spotted it the moment. he 

saw it. I am sure that a clerk who had instructions with respect 
to watching for this particular irregularity could spot it with reason- 
able speed. 

Mr. Fountain. If it had been included in the sample. 

Mr. Suvurer. That is true. 

Mr. Braaa. I would like to point out also something that was a little 
misleading in the testimony yesterday. There has not been made a 
distinction between editing and auditing. Now it is my understand- 
ing—and we are not in the audit branch—that all of the vouchers that 
come in at the present time are given an edit, such as ss Naughton 
suggested might be done in the banks the other day. I don’t know 
how long this has been in existence, and I can not talk to the point, 
but at: the present time we get a large number of these referrals that 
a clerk might pick up, for our ex: umination, to see whether the clerk 
used proper judgment or not. 

Mr. Navewton. So that these transactions were edited and the 
editor took exception to payments in one case, but in several similar 
circumstances, where the facts were the same no exception was taken ? 

Mr. Buaae. I am sorry, I cannot talk to that because I am not in 
that section. 

Mr. Suvre. I think we should emphasize one point. That there 
may be no impropriety involved. There is an impropriety in the 
sense that the document is incomplete, but if the Leval Co., subse- 
quently supplies this information it may be a perfectly legitimate com- 
mission to a recognized sales agent. 
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Mr. Naveuton. As a matter of fact, isn’t there some question as to 
whether or not Leval, the reported supplier, and Louis Dreyfus & 
Co., the reported purchaser, may not be related companies ? 

Mr. Suoute. I understand that is true. 

Mr. Navueuron. Is my understanding correct that Louis Dreyfus 
& Leval have now officially combined ? 

Mr. Suurte. I have been told this; yes. 

Mr. Navenuron. And there is a question as to whether or not they 
may have been affiliated or related at the time these commissions were 

paid ? 

Mr. Suvure. That is true. 

Mr. Naveuron. Of course the fact that the names of the agents 
were not given gave you no opportunity to determine whether or not 
there was a relationship between the foreign importer and the person 
who received the commission ? 

Mr. Suoure. That is correct. 

Mr. Bacon. All of the sales you are speaking of involving the Leval 
Co. were not to Dreyfus. 

Mr. Naveuron. Many of them were, were they not? 

Mr. Bacon. Some of them were. 

Mr. Naueuron. I wonder if we could have for the record a report 
as to the circumstances surrounding the exception to I think around 
$29,000 in commissions that was taken by the editor, as to whether 
or not that money has been recovered, and from whom it was re- 
covered. 

Mr. Suute. We will get that information. 

Mr. Naventon. Whether it came from the Leval Co. or the French 
Government or just who paid it and when it was recovered. 

(The information furnished follows:) 


As nearly as can be determined from a review of the transcript, the commit- 
tee desired a complete statement on the commissions reported by Leval, which 
were paid and which were recovered. The following listing indicates the status 


of the commissions reported on the transactions believed involved in the tran- 
script discussion. 








Bureau voucher No. Commissions Paid Not paid 
I eclik ocelibieastgitsi: srlipashitesishioartnsennnsichchingx deiadiheaninsieiandeGibtaaniniets mania  ) po $29, 329. 83 
donc hb dddnntinetashthssiksadaabudatbiosuamiacnbbiad By ED Note dandubdbe~ 1, 005, 15 
a elie anne 5, 883. 84 ho 4 eee 
ne eee At. oe anebennt dena eusieakbonnasd 35, 342. 69 ED Tanccckdbucdoak 
cbt cvthiectdidhnisodathiathtccessosaebstbboowtesinl 13, 802. 75 BR GER FO Nncecacctidcaccs 
NF  . , snisaisatknaninaibobaraioniaeananll 85,364.26 | 55,029.28 | 30, 334. 98 


1 Since this was direct reimbursement to the French Government, this commission was deducted and 
never paid by ICA because of the exception taken. 


2 Deducted by French Government prior to requesting reimbursement and thus not paid. 


All three of the transactions which show commissions paid are now incor- 
porated in claims at various stages of processing and refunds as appropriate 
will be requested. 

The commissions relating to voucher 118238 have been included in-the show- 
cause letter sent by the Agency to Leval (Dreyfus). Since the reply from the 
company is not satisfactory, ICA is now considering whether to present a bill 
for collection or refer the case to the Department of Justice. 


Mr. Navucuron. Getting back to the broken rice transaction, I 
wonder if you would go over that briefly for us, Mr. Blagg. 
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Mr. Buaae. There is a lot of detail about this. Is there any particu- 
lar thing that you are interested in ? 

Mr. Nauerron. Could you give us a brief rundown of your under- 
standing of the essential facts? 

Mr. Buaae. The rice was shipped and they listed various foreign 
agents for commissions of about $18,000. It amounts to $13,802.57— 
which is roughly $2 a metric ton. At the time of this sale, CCC was 
not offering substantial quantities of broken rice and—I believe this 
is the case, but I am talking from memory. There have been a lot 
of transactions involved here. This is the one that we were working 
on to develop whether there was, in effect, a capsulated market with 
CCC having rice available. T hey had some tenders. 

Supplement 17, DLBR, is the number of it; on March in 1955. No, 
that is number 355. September 1 was the date, CCC sold 7800 
tons. CCC had another one tender on September 13, when they 
offered 3,400 tons. By the way, these are short tons, not metric tons. 

Then they offered, on September 20, 2,774 short tons; they offered 
on September 29, 1,350 short tons; and on October 1, 247 tons; Octo- 
ber 19, 398 tons. 

I have a summary of some of the information here. The sale was 
made, according to the documentation on the basis of No. 4, second 
head, milled, broken rice, or better. 

The supplier, of course, was Leval & Co., New York, importers 
were Louis Drey fus, Dakar, French West Africa. The contract dates 
in this shipment, apparently it was shipped—the contract dates, on 
this is September 16, 1955. The shipping terms are f.o.b. vessel, 
gulfports. 

It was shipped from Houston, from Lake Charles, and from New 
Orleans. They loaded the ship, the Thunder bird, partially, in several 
ports. 

I think maybe I am talking to the wrong summary here. We 
haven’t completed our analysis on this. This is a rather difficult 
thing because the documentation and figures are very complex. 

Mr. Naveurton. Perhaps it would help if I col questions to see 
if my understanding is right. My understanding is that Leval & “ 
of New York C ity received an ICA payment of $452,385.24, 
November 1955, which was financing the shipment of 6,901 mean 
tons of broken rice, to Louis Dreyfus & Co., Dakar, French West 
Africa. This was a unit price of $65.55 per metric ton. 

A metric ton is 2,204 pounds, so that this price was approximately 
2.97 per hundredweight, or around $59.50 per short ton of 2,000 
pounds. 

Is that in accordance with your understanding ? 

Mr. Brace. My calculation showed it was "$2.9733 per hundred- 
weight. 

Mr. Naueuron. I said approximately $2.97. We are in agreement 
there. 

Mr. Brace. This gets into problems with the details. The conver- 
sion factors you use are not always the same. 

Mr. Naventon. Freight terms were f.o.b. Houston, indicating that 
the Leval Co. did not have to pay any ocean freight or insurance for 
making the shipment. 

Mr. Fountatn, Where did you get that information? 
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Mr. Naueuton. That information is taken basically from the form 
280, or the suppliers’ certificate provided by the Lev al Co. with addi- 
tional information taken from the voucher supporting the ICA 
payment. 

Mr. Buace. That is correct. This is the contract abstract, actually, 
that the supplier furnishes the ICA suppliers certificate. 

Mr. Navueuron. Does it appear from your understanding, Mr. 
Blagg, that the actual rice involved may have come from CCC stocks? 

Mr. Buiace. Well, we do not usually go into where they get it from. 
It is likely that it did come from CCC stocks. There is always a pos- 
sibility. It is also possible that it was a repurchase or a mutually 
substituted thing. 

Mr. Naueuron. Our information so far, and this is subject to fur- 
ther checking—it is quite difficult sometimes to get information on 
these transactions—but our information is that the actual rice shipped 
is broken rice sold by the CCC, and CCC required that the identical 
rice be exported, so in all probability it does appear that this rice did 
come from Commodity Credit Corporation stocks. 

Do you have information as to the price received by Commodity 
Credit Corporation for this rice? 

Mr. Buace. We are working on this problem at the present time. 
This is something we haven’t been able to develop. I think maybe 
you have had better access to CCC than we have at times because 
you started sooner. 

Mr. Bacon. I wonder if I might interject at this point that the price 
that CCC received would not be pertinent to the price that ICA might 
approve, unless it occurred at the time of its contract. Under our 
regulations we would normally not look at the acquisition cost from 
CCC. 

Mr. Brace. We would try to establish what the CCC market price 
was at the time of the sale and that is the problem that confronts us 
in collecting this analysis. 

Mr. Naveuton. My information, Mr. Chairman, and this is sub- 
ject to confirmation through additional information we have re- 
quested, is that the rice involved was purchased from the Commodity 
Credit Corporation at various dates, from June 1955 through October 
1955, at prices averaging somewhat less than $40 per short ton. I 
think quite a substantial portion of it was purchased at a price of 
$37. 

Mr. Founratn. Are you sure you are quoting accurate figures? 

Mr. Naveuton. I am looking them up. Yes, sir, 73,000 hundred- 
weight of this rice, according to our information Ww as purchased from 
CCC on September 22, 1955, for $37.58 per short ton. 

In June, the price was paid for some of this rice of $37.24 per short 
ton. A small amount was sold in July for $41.22. 

I think that the highest price paid, and this was for a very small 
amount, was $44.03 per short ton. The lowest price which was paid, 
T believe on September 14, 1955, which was very close to the contract 
date was $34.31 per short ton. This rice was not acquired by the Leval 
Co. directly from CCC. The concern involved in getting the rice from 
CCC was Connell Rice & Commission Co. The Level Co. apparently 
acquired the rice from Connell Co. and we do not know at the present 
time what the terms were between the Connell Co. and the Leval Co. 
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I have no evidence indicating that there was any movement of the 
rice itself between the two companies. I think that whatever was done 
was pretty much of a paper transaction. 

The return to CCC for this rice appears to be something like $40 
per short ton. The price financed by the ICA was $59.50 per short 
ton, thus indicating an approximate margin of something like $20 per 
ton between the price received by the ¢ ‘ommodity Credit Corporation 
and the payment made by the ICA. There may have been a small 
amount of freight involved that Level Co. or Connell may have had 
to pay to the « locks. 

I would guess it would not have been over $2 or $8 a ton. This 
indicates, Mr. Chairman, that according to the information we have, 
which, as I say, is preliminary, the margin involved was something 
like $140,000 to $150,000. 

Do you have any information, Mr. Blagg, tending to contradict 
anything that I have said ? 

Mr. Brace. Well, I think your information is rather incomplete, 
as is ours. 

Mr. Naveuron. I said that. 

Mr. Buace. I know you did. I would like to verify that point. 
I don’t think this is one that we can arrive at a prevailing market 
price at the time. It seems quite apparent that if someone bought 
some rice back in February and stored it all this time, that it has 
nothing to do with the prevailing market price 9 months later in the 
grain business. 

~ Also, I have some other sales which I had information on, and this 
is in the process of determining the prevailing market price, in which 
we are interested under our regulations: 

That the price on September 30 was $44.50, the CCC sales, and I 
think this is at warehouse, as is and where is, was $44.50 rather than, 
as you stated, $40.76 in September. 

This deviates to some extent from yours. 

Mr. Naventon. | believe I gave some figures as high as $44.03. 

Mr. Brage. $44.08 was the highest it ever sold at any time. 

Mr. Naveuron. No, I said that was the highest amount paid CCC 
for any of the ric e involved in this particular transaction. The iden- 
tical rice brought from CCC, according to our information, appears to 
have been shipped to French West Africa. The highest price paid 
for this rice to the best of our information at the present time was 
something over $44. 

That involved a small quantity of rice. I think that the largest 
single purchase, involving 73,000 hundredweight, was at about $37.50. 

Mr. Fountarn. Anyway, when you have completed your investi- 
gation of this we will get the complete picture and we would like to 
hi ave it for the record. 

(As of February 27, 1959, ICA reported as follows :) 

Since the hearing we sent to the company a demand letter giving them an 
opportunity to submit proof of the eligibility of the price under regulation No. 
1 and to show why ICA should not request a refund of $99,514.44. The reply 
Was unsatisfactory, and we are considering whether to place a formal claim or 
refer the matter to the Department of Justice. 

Mr. Braga. Yes. I think Mr. Naughton’s general opinion there 
that there might be some overpricing we accept ‘that as probably true, 
that there appears at this point to be ov erpricing to some extent. The 
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amount is the question. We can’t arrive at that yet, and we are sure 
bending our efforts to find out exactly how much it is and we will 
take action to recover it. 

Mr. Founratn. As Mr. Shute said with respect to some commissions, 
when you determine who received them and get the other facts, it may 
turn out that they were legitimate. 

Mr. Suute. Yes. 

Mr. Buaee. It may turn out they are not legitimate commissions. 

Mr. Naveuron. If on further examination it appears these facts 
are correct, and there appears to be in the neighborhood of a $15 or 
$20 markup between the CCC price and the price which was financed 
then would you definitely feel under those, circumstances that there 
was overpricing ? 

There are a lot of if’s in there. 

Mr. Buaae. I can’t talk to all of them at one time. If we feel there 
has been a violation of regulation or the statute we will undertake 
to make a recovery. 

Mr. Suute. As I understood your question, you related it to the 
acquision cost to Leval rather than to a market price. We do not 
operate and our regulation is not based upon that type of test. 

Mr. Naveuton. On this particular type of transaction what pro- 
cedures would you follow in determining whether there has been a 
violation of regulation 1? 

Mr. Brace. We have to determine, by the best method that is avail- 
able to us, what a prevailing market price was for rice of this quality, 
or the material that was shipped, at that time, and this requires con- 
siderable work, due to the discontinuing nature of the sales, of the 
only rice available in the export market. You also have to consider 
in this thing that if there was not enough available at the time of 
the contract, to constitute a separate market, as I pointed out in previ- 
testimony, that CCC’s selling price may not even be particularly re- 
lated to the prevailing mar ket price. 

Mr. Founratn. Would that depend upon when the purchases were 
made from CCC? 

Mr. Buiace. It would depend when the contract was made as far as 
the statute is concerned. 

Mr. Fountarn. And as far as you are concerned ? 

Mr. Brace. Yes. If CCC had made some sales back in January, 
as a hypothetical example, at some low price, then somebody comes 
along in September and makes a sale, and he sells it at somewhat 
above this price but maybe even below the domestic price, you would 
have some ev oe that maybe the available CCC terms, below the 
domestic price, had some effect on the sale price, maybe a futures effect. 
If it appeared, in the market, that CCC was going to make available 
rice in December, this would have some bearing on it. 

The thing we have to do is determine what was a prevailing mar- 
ket price, what would buyers pay in a competitive market for rice, 
and what would competitive sellers be selling rice for. 

Mr. Founratrn. In other words, suppliers may have paid one price 
at the time they acquired the commodities from CCC, but the market 
price may have been entirely different at the time of the transactions 
with you? 

Mr. Briaea. That is true. 
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Mr. Founvratn. Do the suppliers normally buy from the CCC be- 
fore one supplier in particular is awarded a contract? 

Mr. Brace. If you mean by “normally” as the average situation, 
I would say “No,” because, as Mr. Naughton pointed out, he thought 
wheat was the largest commodity sold. That is not bought from CCC 
in advance at all. 

Mr. Founrarn. They find out what you want and what you need. 

Mr. Brace. They sell at the market price adjusted for the subsidy 
announced. The adjusted market price is tied directly to the domestic 
market, in sales in the United States and sales abroad, the world 
market. 

Mr. Naventon. At that point, Mr. Blagg, I think yesterday we 
confirmed that regulation 1 calls for the foreign importer to pro- 
cure commodities at the lowest competitive export market price. 

Mr. Buage. Practically obtainable. 

Mr. Naveuton. Assuming that Leval and Dreyfus here may be 
related comps anies? Isn’t the price at which Dreyfus is able to get 
rice the CCC price? Or to put it another way, if Dreyfus is in posi- 
tion to acquire rice directly from CCC, isn’t that the test, or is that not 
what you expect them to do under regulation 1? 

Mr. ap sac. You are talking about Dreyfus as an importer 

Mr. Nauenuron. Yes, as an importer. 

Mr. Brace. I don’t think they have access to buy directly from CCC. 

Mr. Navenron. Do you have any direct knowledge on that? 

Mr. Brace. I don’t.” It is not my opinion that they do. I don’t 
think they do. This is like saying, Can any importer in France buy 
from CCC? That I am almost certain he cannot but I have no proof 
positive of this condition. 

It iscontrary to the statute, I believe. 

Mr. Navueuron. Leval and Dreyfus are now merged firms. Leval 
apparently has been able to buy from CCC without difficulty. Would 
the prohibition against buying from CCC be based on the fact that 
it is not a U.S. firm? 

Mr. Buiace. I am sorry. I cannot answer. You should go to CCC 
for this information. 

Mr. Naveuron. It is your impression that CCC would not sell to 
Dreyfus? 

Mr. Brace. I I don’t know how you can tie this down. If the com- 
pany abroad—this is the way I understand it, but I have no proof 
or information on this—that they do not prefer at least to sell to 
a foreign company from a foreign address. Now if a company is 
legally a U.S. firm, and also has a branch that is legally a French or 
Egyptian firm or something of that nature, I am sure the branch in 
this company which has a legal entity here can buy and can act as an 
exporter. I don’t think it is clear that companies are either black 
and white, an exporter or importer. 

Mr. Bacon. I think we can say, and Mr. Blagg will correct me if I 
am wrong, because he sees more of the details, I don’t think our records 
would show, and I haven’t noted in any examination that I have done, 
that these commodities moved directly under our program from CCC 
to a foreign eee and of course you know our policy. 

Mr. Fountain. The committee will stand in recess for a few 
minutes. 

( Brief recess. ) 
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Mr. Fountain. The committee will come to order. 

Let the record show a quorum is present. 

Is Dr. FitzGerald in? 

Dr. FirzGerrap. Yes. 

Mr. Fountarn. Dr. FitzGerald, if you will you can just pull up a 
chair. And I might say if any of you present here today have any 
supplementary answers or explanations you would like to submit in 
further response to any questions we have asked, do not hesitate to 
do so, in order to make our record clear and complete. 

Mr. Bacon. On that point, I have some tables pertaining to our 
collections and our refund requests. 

Mr. Fountain. If there is no objection we will make them a part 
of the record. 

(The tables are as follows:) 


Procurement Analysis Branch refund payments summary—Reconciliation 
between refunds claimed and paid, 1949-58 (March) 


[In thousands of dollars] 





| Tue aes) 
| (5) (6) (7) | Reconciliation 


| (1) ao 1° @ TT @ I 
| } } 
| Claims | Credits, | | Claims | 
Total | canceled) Claims | reduc- Unre- trans- | (3)+(2)=(4)4+ 
| claims same carried tions, | solved ferred | Claims] (5)+(6)+(7) or 
initiated| calendar| forward | cancel- | claims!|toother| paid | (1)=(4)+(5)+ 
quarter (1-2) lations offices or | 6)+-(7) 
| agencies | | 
RIE sic penis 196,341 | 7,867 | 188,474 | 11,831 | 6,411 | 101,848 | 76, 251 1196, 341 | 196, 341 
\-—- . — ae ae pameepats vane = anneal 
Chemicals and | | 
pharmaceuticals....| 2,334 | 68 | 2,266 188 | 3 |. 2,143 | 2,334] 2,334 
CR ed ccna 22, 694 184 | 22,510 934 19 43 | 21,698 | 22 2, 694 22, 694 
Agriculture - - |} 15,541 3, 850 11,691 | 4,044 | i ee | 11,391 | 15,541 15, 541 
Iron, steel, nonferrous | | | | 
metals 13, 544 2, 898 10, 646 2, 291 3, 832 |. 7,421 | 13, 544 13, 544 
Nonmetallic minerals 8, 979 867 8, 112 | 776 476 |. | 7,727 8, 979 8, 979 
Machinery and | 
equipment-_-- SL tOw lacnenss~ 5, 734 2, 593 260 |. | 2,881 | 5,734 5, 734 
Petroleum, oil, and | | 
lubricants _-_--- gi 3 ee 127, 221 968 1,715 | 101,805 | 22,733 |127,221 | 127, 221 
Miscellaneous..-.-- WS Micascwsl 294 37 : 257 | 294 


1 Unresolved claims include claims unpaid for a variety of reasons, i.e., still in discussion, subject to legal 
action, uncollectable claims not yet canceled etc 


: 
f 


ern 


nel 


By 


By 


SS ey Se 


# 


a ES ERE EDR TRE BP 


SSS eS 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 169 


Summary of refunds requested, as of June 30, 1958 


Cumulative 2d quarter, 
through 1958 
June 30, 1958 


By suppliers and countries: 
Requested from suppliers__..........-. hasan aensia $108, 448, 630. 69 $33, 085. 87 
Requested from countries ake shes at 74, 385, 155. 46 | 338, 622. 95 
Disallowed by preaudit, procurement contracts ; eames 6, 011, 766. 88 |______ os anal 
a2 ica aticig ead agen ah daniels ade dite ‘ ee | 188, 845, 553. 03 | 371, 708. 82 


By commodity groups: 


1. Chemicals and pharmaceuticals : ee DS OD Dos citinanahite ice 
2. Cotton fibers ‘ Dac sdiuws ad casas itatinde waded 22, 849, 787. 22 340, 031. 80 
3. Agriculture and pharmaceuticals pinata nambannd 11, 693, 204. 85 | 2, 389. 08 
4, Iron, steel, and metals___-_- a : a uakeeteel 10, 646, 711. 20 476. 62 
5. Machinery and vehicles elon bios th Merete 5, 762, 903. 54 | 28, 548. 92 
6. Nonmetallic minerals__....- be : Saad aoa 1, 628, 131. 16 ee 


7. Forest products __.- niki dahiaennpanddatudeceihs oben 6, 483, 714. 00 |....---- ha 
8. Petroleum, oil, and lubricants !__._......-.---- piaiiceceelieaie 126, 304, 994. 66 262. 40 
9. Coal and coke > aaiea REA mesg = Sas SR eh 915, 897. 27 |...-- > 
10. Miscellaneous bee Gen des dad eal ait ol 206, 206. 46 |. wk de tele 
Total ; dS ibe s hai tania baled neat 188, 845, 553. 03 371, 708. 82 


By category: 








1. Excessive price ite eitnadabintsc alibi 161, 574, 080. 11 348, 751. 86 
2. Quality deficiency 7 4% : ‘ news | 10, 327, 071. 05 ‘ aval 
3. Ineligible commissions. -. ; éthcecnbieGhoacee 3, 392, 785. 98 15, 227. 79 
4. Loss payments on marine and grain cotton insurance Gieacail A Ge te ones <cnduesin 
5. Local currency purchases ce 111, 000. 00 } a eee 
6. Violation of contract provisions or procurement authority __-- 12, 930, 084. 85 7, 729. 17 
7. Marine, disaster loss recovery -.---- ; Se Sa ae ae aa ee OE binant tscterenti 

Total . ig Sh ta ae Me ae 188, 845, 553. 03 371, 708. 82 


1 Includes $6,011,766.88 disallowed by preaudits 


STATEMENT OF DR. D. A. FitzGERALD, DEPUTY DIRECTOR FOR 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION ; 
ACCOMPANIED BY MARVIN A. BACON, CHIEF, PROCUREMENT 
ANALYSIS, OFFICE OF THE CONTROLLER; ALVA H. BLAGG, SUPER- 
VISORY BUSINESS ANALYST, AGRICULTURE AND PHARMACEUTI- 
CALS, PROCUREMENT ANALYSIS BRANCH; AND LESLIE GRANT, 
OFFICE OF THE GENERAL COUNSEL 


Mr. Founratn. Dr. FitzGerald, have you had occasion to read a 
transcript of the hearings thus far? 

Dr. FrrzGeravp. Not all of it, but some of it. 

Mr. Fountarn. Some of it, so that you are familiar with what we 
are doing and the type of questions we are interested in getting 
answered ¢ 

Dr. FrrzGrratp. Yes, sir. 

Mr. Founrarn. I would like to ask you how much attention top- 
management officials of ICA have given to the operation of the 
Procurement Analysis Branch? I realize you will have to give a 
general answer to that. 











170 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Dr. FrrzGrratp. I include the Controller as one of the top officials 
of the agency, and my judgment would be that we give this activity 
a substantial amount of attention. I have discussed with the Con- 
troller on several occasions the activities and effectiveness of the 
Branch. It comes to my attention because from time to time I have 
to dispatch refund requests to countries and I generally review in a 
broad way the activities of the Branch and the comments which the 
Controller and his staff have on its effectiveness. On a day-to-day 
basis, obviously not. 

Mr. Fountarn. Are you familiar with the situation that has been 
described to the committee by Mr. Blagg and Mr. Bacon and Mr. 
Shute and others indicating you have only one and at times two peo- 
ple checking on these transactions involving sales through private 
suppliers to ‘foreig m countries ? 

Dr. FrrzGrravp. You are speaking of surplus agricultural com- 
modities ? 

Mr. Fountain. Yes. 

Dr. FrrzGrrarp. Including cotton or excluding cotton? 

Mr. Fountarn. All agricultural commodities. 

Dr. FrrzGerratp. I am not familiar with the precise number of 
people we have. I judge from listening to the conversation here it 
is from one to three. 

Mr. Bacon. If I may interject an observation. 

Mr. Founrarn. Mr. Bacon. 

Mr. Bacon. We have been discussing agricultural commodities ex- 
cluding cotton. 

Mr. Fountain. Thank you. 

What official at the top level is responsible for the ultimate success 
or failure of this operation ? 

Dr. FrrzGrratp. The Deputy Director for Management. 

Mr. Founratn. Who is that? 

Dr. FrrzGeravtp. That is W. G. Fitzgerald. 

Mr. Fountain. How long has he been with the Agency? 

Dr. FrrzGrratp. Two or three months. He was just confirmed by 
the Senate last week. 

Mr. Fountary. Just for the record will you identify yourself, and 
the position you occupy and how long you have been there. 

Dr. FrrzGreratp. My name is D, A. FitzGerald. I am Deputy 
Director for Operations. I have been with the Agency and its pred- 
ecessor agency since April 1948. I have been in my present assign- 
ment just over 4 years. Prior to that time I had other staff and 
supervisory jobs w ith the Agency. 

Mr. Founratn. Do you have a system for making par iodic studies 
of the operations of the Procurement Analysis Branch ? 

Dr. FrrzGrratp. Systematically, no. 

Mr. Founrarn. You have not felt the necessity for it ? 

Dr. FrrzGerarp. I have not personally, no. 

Mr. Fountarn. Have the people at the operating level asked you, 
or others above them, for additional personnel, to your knowledge? 

Dr. FrrzGerarp. If there is any unit in our Agency which has not 
asked for personnel on more than one occasion I would have dif- 
ficulty locating it. 

This may be extraneous, Mr. Chairman, but I appreciate the op- 
portunity of commenting on our staff problems. Our administrative 
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budget is around $31 to $33 million. We have a program budget 
that runs anywhere from $2 billion to nearly $3 billion, and we have 
some 60 offices scattered around the world. 

To give you some idea of the workload, we have somewhere in the 
neighborhood of 2,500 projects that we have approved and on which 
we try to keep some reasonable degree of knowledge. One of the 
other subcommittees of the Government Operations Committee has 
just finished raking us over the coals—and I suppose properly so— 
for deficiencies in our operating procedures. I feel we are grossly 
understaffed or we have more work to do than we should be doing or 
we are hopelessly inefficient. Probably all three. 

I am not at all clear what the solution of this impasse is. My own 
personal belief is that somehow or other we should find a way not to 
do a lot of the things we now seem to have to do and concentrate on 
the more important elements of our work and, if possible, reduce 
the number of actions, the number of programs, the number of pro- 
jects, we have to handle. 

Coming back specifically to your question, I am sure the Price 
Analysis Branch has on occasion asked for additional help, and I 
am sure justifiably so, and have not been given it because of the lack 
of overall resources. 

Mr. Fountatn. What attention, if any, is being given by top of- 
ficials to the situation we have been discussing here in our hearings? 

Dr. FirzGrratp. You mean prior to the time the hearings started, 
IT assume ? 

Mr. Fountarn. Both before and after. 

Dr. FirzGrravp. We are giving it a lot of attention now, obviously. 
We have not given this particular problem that the committee is con- 
cerned with specific and undivided and individual attention in the 
past. We have considered it as part of our total operation and have 
not identified it as a particularly difficult or complicated one. 

Mr. Focntarn. Doctor, tremendous sums of money—over $1 billion 
in 3 years—have been and are being spent by ICA to finance agricul- 
tural commodity transactions. Since many of these transactions, for 
reasons which members of your staff have already discussed, are not 
being given any kind of an audit at all, what is your opinion as to 
whether or not it would be wise for the ICA to immediately strengthen 
its audit procedures and assign such additional personnel to this work 
as is necessary to do an adequate job ? 

Dr. FirzGrratp. A generalized answer to your question is, we ob- 
viously should do an adequate job. I should like to, and I am satis- 
fied that we will as a result of the matters brought out by this com- 
mittee, reexamine our personnel distribution. Specifically, we will 
have to undertake and execute a study of our staffing pattern and the 
adequacy of the staffing pattern in this branch for the specific purpose 
of deciding whether there is imbalance, considering all of our othe 
assignments, in this particular branch and whether it should be ex- 
panded and staffing increased. It is clear we have to do that. 

Mr. Founrarn. I assume that you will also reexamine your operat- 
ing procedures ? 

Dr. FrrzGerarp. Yes. 

Mr. Fountarn. For example, testimony in our record shows that 
for long periods of time you did not even have one man available to 
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give full time to making pricing analyses on agricultural commodity 
transactions. Yet it was brought out this morning that the ICA ex- 
erted quite a bit of effort and spent quite a bit of time on another proj- 
ect involving the compilation of a 151-page list of concerns which have 
received ICA payments. 

I am just wondering since personnel were available to concentrate 
so much time on a project of this kind, which obviously is, for many 
reasons, a useful project, why there is not enough personnel available 
to increase the staff of the Procurement Analysis Branch? 

Dr. FrrzGrratp. We obviously, for very clear reasons, give priority 
to requests that we get from Congressmen, or Senators, and not in- 
frequently we lay aside our regular work in order to meet those re- 
quests; and I think we should. 

I am told, for example, that in this branch there is a substantial 
number of people in the Comptroller’s Office who in the last 6 months 
have been largely concerned with responding to various and sundry 
inquiries whic hc ongress has seen fit to undertake. My own personal 
guess is—I have never taken a record of this, Mr. C hairman, but I 
guess that close to 25 percent of all of the manpower in our Agency 
in Washington is devoted to relationships with Congress. That in- 
cludes the congressional presentation as well as other special inquiries. 

If I had known about the request Senator Douglas made, I per- 
sonally would have gotten an estimate of what man-hours it would 
take and I would have called up Senator Douglas and said, “Is this 
sufficiently important for us to spend this much time on it ?” 

Typically when we do get requests from Congress and elsewhere 
which do involve a heavy man load, we check to see whether the in- 
quirer wishes us to go to that time and trouble. 

At one time also, I might say, 8 or 10 years ago, we published as a 
matter of course regularly the kind of information that Senator 
Douglas asked for. 

Mr. Founratn. So that it would be available without extra time ? 

Dr. FirzGeratp. Without any special effort. I think that was done 
for around 3 years or so, as I remember it, back in 1948-50. 

It was discontinued for reasons which escape me completely now. 

Mr. Founratn. I imagine one of the reasons is that quite often when 
you spend a lot of time getting those things done, nobody seems to 
want them, but when you are not doing it, ev verybody seems to want it. 

Is it your impression that this list was compiled primarily because 
of the request of Senator Douglas? 

Dr. FrrzGeraup. It is my impression; yes, sir. 

Mr. Fountarn. I asked that because the Senator tells us—and I 
assume that he had heard some question was raised about the time con- 
sumed in the preparation of this list—that he was led to believe by 
indirect sources that the information was available and when he asked 
for it, it would be transmitted. 

Dr. FrrzGrravp. I noted that he mentioned that and it is quite 
possibly true. 

Mr. Founrarn. I believe that Mr. Bacon and others testified that 
they had, for other reasons, complied some of this information. It 
was a question of putting it together; is that right? 

Mr. Buace. I would like to review to a limited extent how the de- 
cision was made, to compile small bits of this. 
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The way our files are arranged is not by geographic area source 
and to check for one Congressman the amount of business in his 
district requires a tremendous operation. You have to sort through 
every bit of correspondence we have in this file. While sorting 
through that, it was believed that if we are going to have requests 
from here and requests from there, maybe the best thing to do would 
be to make this rapid tabulation of this nature that would require less 
man-hours in theend. I think it has been the experience of the branch, 
and I was consulted on this to some extent because I maintain the 
particular file, to do one Congressman’s thing, they turned the whole 
office upside down for 2 or 3 w veeks before. This is part of the history 
that we have had on it-over a period of years. 

We thought this would solve the problem with less work in the 
long run than little individual compilations. 

It appeared to be more eflicient and I guess that was the result of a 
meeting. 

Mr. Foun nTAIN. I think that unquestionably Members of Congress, 
without realizing the amount of work that agencies are put to, request 
information that is sometimes important and sometimes not so im- 
portant. 

I might say that, I very seldom make an inquiry affecting an agency 
unless it is something affecting my district and which does not take 
too long a time to compile. 

The reason for asking these questions is to spotlight the fact that 
you were able to concentrate so much time on that project and yet so 
little personnel has been allocated to the Procurement Analysis 
Branch, which seems to me to be an area where more personnel ought 
to be concentrated. 

Mr. Bacon. If I might add to that, Mr. Chairman, the people used 
on this compilation were primarily statistical, clerical tabulators. 
They were not people qualifying as analysts. 

Mr. Fountain. I did not mean to suggest that. 

You did not have to use many of your top personnel in the prep- 
aration of this? 

Mr. Bacon. There were very few people in our particular branch 
involved, only about three people at any one time. 

Mr. Fountain. Dr. FitzGerald, you are, of course, familiar with 
the testimony which other representatives of the agency have already 
given us justifying the policy of dealing with private firms in han- 
dling these transactions ? 

Do you know of anything that would prevent the ICA, if it decided 
that such a change would result in a substantial saving of the tax- 
payers’ dollars, from changing its policies to require that - commodities 
in CCC inventory, where it is feasible, be obtained directly from the 
CCC by the foreign country or importer so that ICA would only have 
to pay out dollars for freight costs and other necessary expenses? 

Dr. FrrzGerarp. We would have to reimburse CCC in dollars. 

Mr. Founrarn. I understand that. 

Dr. FrrzGeratp. As well as the freight and other costs. 

I defer to Mr. Grant. here as to the legal limitations. I would say 
that if the policy decision to that effect were made we would not be 
prohibited by law from doing that, although it seems to me perfectly 
clear that the Congress has in our legislation indicated the policy we 


should follow. 
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Mr. Fountain. For a long time that procedure was used, was it not? 
Dr. FrrzGrratp. Yes, for wheat it was used back in 1948, 1949, and 


1950. I think it was used almost 100 percent. That was at the time 


there was a very different supply situation than there is today and a 
management situation has grown up during the wartime years. 

It has never been true in the case of cotton, for example. I can 
think of no instance in which even back in the days of the cotton short- 
age there was any limitation on the purchase of it in the trade. It 
varies by commodity. 

Mr. Founrarn. I think that the great majority of the Members of 
Congress—although sometimes our “votes do not alw: ays seem to sup- 
port our convictions—are of the feeling that insofar as possible the 
Government should not engage in competition with private enterprise. 

Our reason for asking these questions here is because it involves a 
situation where the taxpayers have already sustained a loss on these 
commodities, a subsidy has been paid. Then in order to utilize private 
channels to the extent allegedly practicable, CCC sells these com- 
modities to private firms and they, 1 in turn, sell it to ICA or to foreign 
countries? 

Dr. FrrzGrrap. Foreign ? 

Mr. Fountarn. They sell to foreign countries and ICA pays for 
the bill, which, in effect, is about the same as selling to ICA. That 
then necessitates an additional loss to the taxpayers in the form of 
the profit which these firms received. Where the taxpayers have 
already sustained a loss, it seems rather unusual that we must add 
another loss to it unless it cannot be avoided. This is not a simple 
situation of the Federal Government being in competition with private 
enterprise. 

Section 504 of the Mutual Security Act of 1954 provides: 

Insofar as practicable and to the maximum extent consistent with the ac- 
complishment of the purpose of this Act, the President shall assist American 
small business to participate equitably in the furnishing of commodities and 
services financed with ICA funds. 

In accordance with that statutory requirement, I understand that 
ICA has set up certain procedures with respect to the notification 
of American small business concerning prospective procurement. 
However, in response to a question at the last hearing, we were 
provided material indicating that such special assistance to small 
business has been given on only about 6 percent of the agricultural 
commodity transactions. 

Do you feel that ICA has complied with the statute and the man- 
date expressed by Congress in this matter ? 

If so, will you please explain the basis for your opinion ? 

Dr. FrrzGeraup. I think that we have substanti: lly complied with 
it. In the case of agricultural commodities, rather than using the 
standard device of making circulation through the Office of Small 
Business, we make the information available through the trade asso- 
ciation involved. In the case of cotton, whenever a procurement au- 
thorization is issued on cotton, that procurement authorization is 
made available to the trade association which, in turn, sees that all 
members of the association receive that information promptly. 

I presume it can be argued that if a small cotton firm is not a 
member of the association, it is disadvantaged thereby. I would 
have to find out whether there are any such cotton concerns or not. 
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In the case of other commodities, particularly the grains, to my 
knowledge I would say any of the grain companies “traditionally 
doing or interested in doing business in the export trade are not 
small business, by any stretch of the imagination. The small grain 
elevators, the small grain brokers, in the United States are not imter- 
ested in, and cannot, generally speaking, hire the technical Baron we 
tence and the experts needed to trade in this sort of business. I do not 
believe that the reproduction through the Small Business Office au- 
thorizations or of releases respecting them, resulted in a single piece 
more of business for a small handler of agricultural commodities. 

Mr. Founrary. Am I correct in concluding, Dr. FitzGerald, from 
what you have said, and from what has been said heretofore by others, 
that when the Congress says, “to the maximum extent practicable,” 
you do not feel that you are forced to do something if you think there 
is a good reason not to do it ? 

Dr. FirzGerarp. Yes, sir. There is a practical reason not to do it. 

Mr. Fountain. That reasoning would apply even though the ob- 
vious intention of Congress was to assist small business ? 

Dr. FrrzGeratp. I would definitely interpret it that way; other- 
wise why should they say, “insofar as practicable” ? 

It is clear that this does provide the executive branch with the 
administrative discretion when it is not practicable. 

Mr. Founrarn. I think that was the clear intent of Congress or 
otherwise that language would not have been used. 

I think it is clearly established that the bulk of commodity trans- 
actions are going to very large firms from the standpoint of ability 
to purchase and sell. 

Dr. FrrzGrrarp. That is certainly true in grains. It is less true in 
cotton. 

I know at one time I looked into this a little and it was over 100 
cotton firms exporting, but whether that is still true or not, I do not 
know. There are quite a few small cotton firms. 

Mr. Founrarn. Not all of these firms are U.S. firms, are they? That 
is, from the standpoint of ownership? 

Dr. FirzGeravp. That is correct. Beneficial ownership may not be 
in the States. 

Mr. Fountarn. You would not contend—this is to some extent rep- 
etitious, but I mention it for emphasis—that you are forced to give 
a subsidy or special advantage to large foreign firms when Congress 
used the language, “to the maximum extent practicable” ? 

Dr. FrrzGeraup. I would agree with that. I think that I would be 
a little inclined to suggest, Mr. Chairman, that even in the case of 
grain or commodities that the CCC owns and which are exported 
through the methods now being used to designate payments or the 
profits that the private handler | gets as a subsidy, may not be wholly 
fair to the handling company. There are numerous services which 
a private firm can provide which are not necessarily available through 
governmental channels. 

There are location problems. They can arrange for freight. They 
may be able to make more attractive CIF offers by virtue of their 
ability to locate freight, ocean freight, than would be possible if the 
same buyer were able to obtain the commodity directly from the CCC 
but had to arrange for his own freight and other ocean movements. 
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So, I think there are services which the private trade does provide 
to the buyer and to the seller. Whether those services are worth the 
cost, I realize, is the judgment which you gentlemen are attempting 
to make. 

Mr. Fountarn. That was the question I was going to ask you next. 

You could engage the services of private individuals or brokers 
either on a commission basis or on a compensation-for-services-fur- 
nished basis without having to do it the way it is being done? 

Dr. FirzGrrarp. That is true, yes. 

Mr. Fountatn. In your opinion, would that not be cheaper and 
would it not necessitate the use of less of the taxpayers’ funds than if 
you used this procedure whereby they operate for a profit, which in- 
cludes not only their expenses of operation but the profits which any 
firm would expect to enjoy if it engages in purchase and sale trans- 
actions. 

Dr. FrrzGrraup. This is my purely personal judgment, Mr. Chair- 
man. I would not think the present system was more expensive and 
costing the American taxpayer more. The fact is that these grain 
companies and other merchants, brokers, have to compete for this 
business and they have to use their ingenuity and their market ex- 
pertise in order to get the business and make profit. 

I think that creates an incentive for these companies to do much 
more than would be the case if you just went out and _— them on a 
brokerage fee and they could give us good service or poor service 
and their brokerage fee would ‘be just the same. 

I think that you have lost the profit incentive when you put these 
companies on a straight fee, Mr. Chairman, but this is my opinion 
only. 

Mr. Fountarn. Of course, with respect to these surplus agricultural 
commodities, is there much incentive involved where most of the 
transactions involve a few firms ? 

Dr. FrrzGrratp. My impression is that the degree of competition 
in the grain trade, even in the export business where relatively few 
firms are involved, is very strong, very active. 

Mr. Fountain. I think it might help our record some, because you 
have given some very important information, for you to describe to 
us just what a supplier does to earn his money. You might just take a 
hypothetical case or you might take the rice case that we have been 
referring to. 

Dr. FirzGeravp. I am not familiar with your rice case, so I cannot 
comment on it, Mr. Chairman. I think it should be noted first of all 
in the case of these agricultural commodities which have been sub- 
sidized one way or the other by the Department of Agriculture, 
this does not necessarily imply that the commodities themselves have 
moved through the Department of Agriculture’s hands. 

In the case of wheat, for example, a lot of the wheat that is ex- 
ported by the private trade has not been in CCC hands at all; it has 
moved directly from the supplying firm to export because the ex- 
porter knows the Department of Agriculture, and the Department 
of Agriculture has announced it will pay a subsidy which the supplier 
knows in advance will be paid to him for the export of the commodity 
concerned. So he goes into the market at the domestic market price 
if he thinks the price he can sell it for abroad, plus the amount he can 
get from the CCC as a subsidy, will make him a profit. 
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So, where you have a subsidy being paid which is announced in 
advance, and ‘which a seller can count on, he still has the incentive of 
buying to the best advantage in the domestic market because if he can 
buy a cent below his competitor in the domestic market and make 
a sale a half a cent below his competitor abroad, as he can do under 
the present system, he is going to try to do it. 

Mr. Fountain. Can he purchase surplus agricultural commodities 
below his competitors ? 

Dr. FirzGeraxp. If 

Mr. Fountarn. If he guesses right ? 

Dr. FrrzGerarp. If he guesses right, and there is a lot of guessing 
going on in the grain trade. A grain exporter gets his supplies from 
two sources, as T am sure you know. One of those sources is the cer- 
tificate he gets from the CCC representing the subsidy on an export 
already made. He has to convert that into grain by going to the CCC 
and taking grain in value equal to the dollar price of the certificate. 
Now, he is going to exercise that right on CCC when he thinks he 
is going to get the best advantage of it. He may want to exercise 
it in Portland, or he may want to exercise it in New Orleans, Buf- 
falo or Kansas City. He will exercise it where he feels, from his own 
competitive point of view, is the best place to do it. 

Now, as long as there is competition in the export trade—and I 
feel there is—the advantage which this grain exporter gets for him- 
self partly is going to have to pass on to his buyers in order for him to 
continue to do business with them. 

I do not think, Mr. Chairman, that the fact that CCC pays a sub- 
sidy eliminates in this particular trade the normal competitive forces 
that exist where there is no such subsidy. It would be true, you see, 
if the CCC said—here is the price that we will charge for wheat and 
we will sell that to anybody. The price will always be fixed. It will 
never vary. But the CCC does not do that. They pay a spread be- 
tween the market so the trade still has just the same incentive to be 
competitive and to get the best deal as if there was no subsidy paid. 

Mr. Naveuton. Doctor, what you have been describing is, in effect, 
a normal commercial transaction where aside from the payment of a 
subsidy there is wide competition between buyers and sellers and 
there is a freedom in the marketplace. In many respects competi- 
tition in the case of section 402 commodities is quite limited, is it not, 
by the fact, first, there must be an agreement made between the 
United States and a foreign government, and then the foreign govern- 
ment must give out procurement authorizations which go to a rela- 
tively small number of firms. 

Dr. FrrzGrratp. Or may be used by the Government itself. 

Mr. Naveuton. That is correct, and is it not true there is another 
factor that may get into this situation where you have trade between 
subsidiaries, or two branches of a worldwide firm which you do not 
have in normal commercial transactions ? 

Dr. FrrzGrrarp. All those statements are true, but I would just 
like to add the competition is not limited to 402, because other traders 
are also competing for, are also wanting wheat. They have exactly 
the same subsidy conditions under which they compete. So a 402 
transaction in the market, if you wish, actually increases the amount 
of competition rather than decreasing it. It probably would not be 
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there if it were not being financed by the American taxpayers. It 
tends to widen the competition and the business in the market rather 
than lowering it, or narrowing it. 

Mr. Navenron. However, with respect to a particular transaction 
being financed by the ICA, only a limited number of firms can get in on 
that, can they not, because of the fact first of all they have to get a 
subauthorization from the foreign government ? 

Dr. FrrzGeravp. A limited number of buyers ? 

Mr. Naveuron. That is right. 

Dr. FrrzGrratp. That is probably true. The number of buyers 
varies to beat the band. This is getting outside of surplus agricultural 
commodities, but in textiles I have a few figures at hand, and it is 
different. 

Mr. Naueuron. I think you mentioned earlier today the possibility 
of dealing between affiliated companies in which the object is not the 
commodity transaction but making profit on the exchange of currency. 

I just want to get that into the ‘record. The transactions you have 
been describing relative to payment in kind on wheat actually have 
been in effect for several years ? 

Dr. FrrzGrraup. That is correct. 

Mr. Naueuton. But that type of transaction has not been in effect 
for more than a few months on other commodities sold by CCC; is 
that right? 

Dr. FrrzGerayp. No. It has just been started as my notes indicate 
here since May 12 on feed grains. It is going to be started on the first 
of August on cotton. 

Mr. Nauveuton. Now, there are a number of commodities, or a fair 
number, which CCC presently has in stock, and will continue to have 
in stock, which CCC will sell directly for export. Am I correct on 
that? Cheese isan example, dairy products ? 

Dr. FrrzGrraxp. In the case of cheese and dairy products, I do 
not know. Most of that moves under voluntary agency export 
programs. 

Mr. Nauecuton. I happen to know that CCC stands ready to sell 
nonfat dry milk at 9.9 cents per pound, FAS port of export. 

Dr. FrrzGeravp. Do they sell? I am asking you questions now, 
which I should not be doing, but do they sell dry milk to foreign 
buyers ? 

Mr. Navcuron. The best understanding that I have on that—and 
I am subject to correction—is that the CCC has approximately the 
same test of a U.S. firm asthe ICA. That is just an impression that 
I have. It is subject to correction. 

Now, even though we are talking about competition in the market 
place and free enterprise, is it not true that the section 402 transac- 
tions are not really sales but foreign aid? 

Dr. FrrzGerar. Well, they are obviously foreign aid. That is 
what the appropriation is for. But I think they are equally obviously 
a sale. 

Mr. Founrarn. A sale is involved in the transaction certainly. 

Mr. Navenron. I think that there are some Government authorities 
who take a little different position. I would like to read into the 
record at this point an excerpt from a staff study directed by the 
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Interagency Committee on Agricultural Surplus Disposal. I am read- 
ing from page 55 of that report. 


The mutual security program is essentially an aid program and exports under 
that authority probably should not be considered as sales. 


Now, over on page 56 at the top of the page: 


Nearly all of the sales under the mutual security program may be assumed to 
be grants, actual or potential, and the export value of the commodities charged 
as foreign aid. 

Now, the Interagency Committee on Agricultural Surplus Dis- 
posals is the administration agency which has responsibility for co- 
ordination of all agricultural exports; is that not so? 

Dr. FrrzGrrarp. Not all of them. 

Mr. Naucuron. But the majority of them? 

Dr. FrrzGeratp. That is right. 

Mr. Navucuton. Certainly those under section 402 and 480 and the 
various major programs that we have ? 

Dr. FrrzGrratp. That is correct. 

Mr. Naveuton. Do you not think in considering how you are best 
going to carry these programs out so as to achieve maximum economy 
and efficiency for the taxpayers, you should give careful consideration 
as to what is the most effective way to carry F out the program so as to 
use the maximum amount of commodities and the minimum amount 
of appropriated dollars ? 

Dr. FirzGrrap. I will agree with the last part of your statement 
wholeheartedly, obviously. With all due regard for the interagency 
committee, I am satisfied the operations under section 402 are sales. 
What the interagency committee meant to say, in effect, and properly 
so, is that the local currency resulting from this sale is typically and 
normally granted and therefore it is a . part of grant aid, but the trans- 
action itself, the process through which local currency is generated, 
and then granted, is in my personal judgment a bona fide sale. 

Mr. Navucuron. Let us see if we cannot analyze the nature of the 
transactions a little more. The dollars that are used to finance these 
transactions, the $160 million paid to the Continental Grain Co. come 
from appropriated funds appropriated for foreign aid programs. 

Dr. FrrzGeravp. That is correct. 

Mr. Naueuron. Now, in return for the payment of those dollars 
ICA does not get back any funds in return except counterpart funds? 

Dr. FrrzGrratp. No, it gets ownership of local currency. 

Mr. Navcuron. Does it get clear uncontested title to it? 

Dr. FrrzGrratp. Yes, clear, uncontested title. 

Mr. Naventon. Can the ICA then go in and use those foreign cur- 
rencies generated through the 402 program for anything that it wants 
to do? 

Dr. FrrzGrravp. No, because if we are going to give aid to a country 
we have to agree in advance with the country what we are jointly 
going to do w ‘ith the local currency, but we get clear title to the local 
currency and we use some of the currency for U.S. expenses. 

Mr. Founrarn. We have to agree to do certain things that will not 
be detrimental to the local domestic market. 

Mr. Naucuron. You can only use the funds for what has been 
agreed upon by the United States and the foreign government? 

Dr. FrrzGrraup. That is correct. 
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Mr. Naveuton. So there is certainly a limitation upon the. uses. 
Dr. FrrzGeraup. Definitely so. We still have title to them. It is 
different from counterpart funds. 

Mr. Grant. As a matter of law, the Mutual Security Act has re- 
quired the local currency derived through section 402 sales to be ex- 
pended for the same purposes for which the dollars generating them 
were appropriated. We have no choice about that. That is a legal 
requirement. Within that choice the sales agreement with the country 
for whose benefit the dollars financing the sale were appropriated 
would describe what was to be done with those local currencies. 

Mr. Navueuton. The effect is the same, is it not, to some extent as 
though you had taken these appropriated dollars and converted them 
directly in the foreign country to be used for foreign aid purposes? 

Dr. FrrzGeratp. The result is not necessarily the same. If you 
convert—and this is one of the advantages of our present arrangement, 
in my judgment—dollars into local currency and then release the local 
currency in turn, such releases may be undesirable and inflationary be- 
cause it is not matched by the flow of goods which absorbed the in- 
crease in internal purchasing power. The ar rangement by which we 
use dollars to buy commodities and then ship the commodities in to 
meet the local currency generated is much more of a desirable way 
from the point of view of management than buying local currency. 

Mr. Naveuron. Instead of using dollars for foreign aid we want 
to use the agricultural surplus commodities for foreign aid. 

Dr. FrrzGeratp. Insofar as possible. 

Mr. Naueuron. In order to carry that out as economically and effi- 
ciently as possible we want to use the commodities to the maximum 
extent and to put up additional amounts of dollars to the minimum 
extent possible; is that not correct ? 

Dr. FirzGrrap. Yes. 

Mr. Navucuton. Let us take this rice transaction 
the preliminary information on that. 

Mr. Fountain. He is not familiar with the details of it, he said. 

Mr. Naveuron. This is just an illustration. From what we know 
now it appears that the CCC received for broken rice about $38 to $40 
per ton. ICA financed that transaction at about $58 per ton, a differ- 
ence of something like $20. We have broken rice coming from CCC 
stocks, and being exported to French West Africa. CCC got back 
the $38, but in addition to paying the $38 which went to C 1C, ICA 
has also put up, according to preliminary information, something like 
$20 additional which has gone to various places in between, primarily 
to Leval & Co. We have’ paid out, since there were about 7,000 tons 
of rice, something like $140,000 in addition to putting up the 7,000 
metric tons of rice which came from CCC stocks. 

Now, since they probably paid about $80 per ton through CCC for 
the broken rice, the taxpayers have already suffered a loss of $40 a ton 
in the CCC sale. So there is about a $280,000 loss by the CCC, and 
then an additional $140,000 in ICA funds going into this transaction. 
Can you see a possibility that we should reexamine this whole situa- 
tion to see if we cannot devise a system whereby we will ship the com- 
modities direct, as much as we can, and keep the ICA dollars out of 
this program ? 

Dr. FirzGrrarp. If that is a typical transaction I think a lot of us 
are in the wrong racket. 
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Mr. Naucuton. I do not think it is necessary to say it is typical. 

Dr. FirzGeratp. Our price audit, our price inspection, 1s based 
upon a comparison of the market price at the time the export sale is 
made—rice in that particular sale. Again, I gather from the informa- 
tion now available on this particular rice transaction that there was 
not a great deal of difference in time between when Leval bought the 
grain, the rice, from CCC, and when it made an export sale. So this 
suggests that the market price at the time the sale was made was prob- 
ably a good deal lower than that which Leval & Co. charged, in which 
case, if confirmed by our audits now being made, we will demand a 
refand. 

There are frequently cases in the grain trade where the grain com- 
pany will buy in anticipation of an advance in prices and sell in 
anticipation of a drop in prices, as I am sure you gentlemen know, so 
the mere fact that a sale of CCC stocks was made at a price substan- 
tially above that for which it was bought would not necessarily make 
that an improper transaction in our operations. And to the extent 
you get stuck when there is an increase in price then we get an ad- 
vantage in those instances where there is a decline. 

Mr. Navcuton. We recognize that you have a system set up for 
determining whether the prices are excessive. 

Dr. FrrzGeratp. If I may interrupt, let me say for a number of 
years in the past the American taxpayer, or foreign recipients, has 
greatly profited by using the grain trade because, as infrequently 
happens, when there is a general downward trend in grain prices, 
prices that the CCC charges have always lagged, and several years 
ago when we were doing part of the business through commercial 
channels and part direct from CCC, we could clearly demonstrate that 
our CCC wheat was costing us more than the wheat we were getting 
from the private trade. We got an awful lot of complaints from our 
customers. They were getting shortchanged because CCC was over- 
char ging them. ‘I think that it cuts both ways. 

Mr. Navcuton. We recognize you have procedures set up for de- 
termining whether overpricing has occurred and certainly it will be 
determined whether it has occurred in the rice transaction. What I 
am suggesting is that, CCC had quite substantial stocks of rice in 
1955. Would it not have been simpler perhaps to have worked out a 

srocedure whereby CCC rice was shipped with CCC being reimbursed 
by the ICA and if it was necessary to utilize Leval & Co. to per- 
form essential services, arrange to reimburse Leval for the actual 
services performed and with a reasonable profit. This would avoid 
the danger of windfalls, if you want to call it that, occurring by peo- 
ple acquiring commodities from CCC and then being able to mark up 
the price substantially ? 

Dr. FrrzGrrarp. It can be argued that is preferable. You do not 
have the danger of windfall profits. You do not collect any windfall 
losses. 

Mr. Navucuron. The fewer dollars that you put into this program 
outside of Government hands the less chance there is that a substantial 
portion of them are going to stick to some hands you do not intend 
them to stick to. 

Dr. FrrzGrratp. Are you not speaking rather disparagingly of 
American private enterprise when you say that? 
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Mr. NaucHron. Are you suggesting that the companies on this list 
are all reputable? 


Dr. FrrzGeratp. I think so, yes. 
on Navueutron. Would you give an endorsement to the Bunge 
orp.? 
Dr. FrrzGerraxp. I do not know the gentlemen ? 
Mr. Naveuton. Let me ask if you know that the Bunge Corp. 


pleaded guilty to defrauding the Government by illegally collecting 
subsidies on FOA wheat shipments. 


Dr. FrrzGrrarp. I would not put it past them. 

Mr. Naventon. Are you aware of the fact that some of these other 
corporations—and I would not want to say this is true of all of 
them 

Mr. Fountain. You are definitely making a general statement. 

Mr. Navucuton. There are at least one or two other corporations 


in the list that have been in trouble with the Government on past 
transactions. 


Dr. FrrzGerarp. Yes. 

Mr. Navueuton. So do you think perhaps my suggestion we try 
to minimize the number of dollars being paid out is worth con- 
sidering ? 

Dr. FrrzGeraup. I guess it is obviously desirable, but I know a lot 
of other American companies have been in trouble with the American 
Government besides the grain trade. 

Mr. Fountarn. And not all of them are foreign, either. 

Mr. Naveuron. I think we should watch the dollars. 

Dr. FrrzGrraxp. I agree. 

Mr. Fountatn. For the purpose of this hearing, we will have to 
submit any further questions we have to these gentlemen because I 
know they would like to get something to eat if they are going to be 
able to work. Iam in the same boat. 

In order to fill in any places where we may not have gotten full 
information, I would suggest, Mr. Naughton, that you prepare—and 
I will work with you—any further questions you may have and 
submit them to Dr. FitzGerald and the other witnesses so that they 
can supply the answers for the record. 

I think that our hearing today has been most helpful. I apolo- 
gize for holding all of you here this long without any of us having 
a chance to eat. We did so in order to avoid your coming back this 
afternoon. 

Dr. FrrzGrrarp. I appreciate your courtesy. 

Mr. Founrarn. And to enable us to be on the floor to hear a debate, 
a good portion of which I have already missed. 

Mr. Naveuton. I think that the record should show that the per- 
sonnel of the ICA have been very cooperative in responding to direct 
requests by the subcommittee for information. They have been ex- 
tremely cooperative in allowing us to obtain material and examine it 
in our offices and return it to them later. We certainly appreciate 
that cooperation. 

Mr. Fountarn. I might add we have not had the same kind of 
cooperation from some of the other agencies. 

The subcommittee will stand adjourned. 

(Whereupon, at 2 p.m., the subcommittee adjourned.) 
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WEDNESDAY, OCTOBER 1, 1958 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington DC. 

The subcommittee met at 10 a.m., in the George eet ee Inn, 
Washington, D.C., Hon. L. H. Fountain (subcommittee chairman) 
presiding. 

Present: Representatives Fountain (presiding), Reuss, Hoffman, 
and Michel. 

Also present : James R. Naughton, subcommittee counsel. 

Mr. Fountatn. The subcommittee will come to order. Let the 
record show that a quorum is present. 

Under the rules of the House of Representatives the Committee 
on Government Operations has the duty of examining the operation 
of Government activities at all levels with respect to economy and 
efficiency. The committee has delegated that responsibility, insofar 
as it relates to the Department of Agriculture and certain other 
agencies, to its Intergovernmental Relations Subcommittee. The sub- 
committee has been engaged for quite some time in a rather exten- 
sive study of the activities of the Commodity Credit Corporation, 
the agency of the Department of Agriculture which handles transac- 
tions in surplus agricultural commodities. 

The subcommittee is interested in ascertaining whether the pro- 
cedures of the Commodity Credit Corporation are adequate to insure 
that firms which purchase CCC commodities at reduced prices for 
export and firms which receive CCC export subsidies do not directly 
or indirectly resell such purchased or subsidized commodities to 
other U.S. Government agencies at prices which do not reflect the 
CCC subsidies. 

The U.S, armed services procure large quantities of the types of 
commodities handled by the CCC in the continental United States 
and export such commodities for overseas use for troop feeding and 
other purposes. The subcommittee has asked representatives of the 
Defense Department to testify today in order to obtain information 
and to give the Defense Department such information as we have, 
which will assist in ascertaining whether unjustified “windfall” 
profits have been made through the purchase of commodities from 
CCC at reduced export prices and the subsequent resale of such 
commodities to other Government agencies on the basis of the higher 
domestic prices. In the event any such unjustified “windfalls” have 
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occurred, the subcommittee will also wish to ascertain whether they 
can be recovered. 3 

Although this is the first formal hearing at which the subcom- 
mittee has taken testimony from Defense Department witnesses, I 
might say that the subcommittee staff first contacted the military 
services concerning this matter in 1956. Since that time, a number 
of conferences have been held with Defense Department personnel 
and additional inquiries have been made through the General Ac- 
counting Office. 

In view of the complicated nature of our subject matter, we rec- 
ognize that it is going to take a considerable amount of time to 
complete our study of this situation, particularly since we have 
a very small staff. Our purpose is to obtain as much information as 
we can this morning and to set in motion the processes necessary to 
obtain such information as is not presently available. 

May I add to my prepared statement the comment that our inquiry 
today is not designed to determine whether or not the Defense Depart- 
ment has been exercising efficiency and economy in its operations. 
That may indirectly be involved, but this committee does not have 
jurisdiction over the Defense Department for those purposes. As a 
matter of fact, this committee has all it can do to keep in touch with 
the activities of the agencies over which it does have jurisdiction. 

I want to emphasize that the purpose of this hearing this morning 
is to get information that may be helpful to you in your further pur- 
chases and will be helpful to us in our further study of CCC opera- 
tions. 

Before beginning the questioning I think it might be helpful if each 
of our witnesses would identify himself, giving his name, organiza- 
tion and a brief description of his duties. 

I believe we have Maj. Gen. Victor J. MacLaughlin, Assistant 
Quartermaster General for Operations, from the Army; Mr. Maurice 
I. O'Connor, Special Assistant to Chief of Operations of the Con- 
trol Office of the Office of the Quartermaster General; Mr. William 
W. McCollum, Supply Director for Operational Rations and General 
Products, Headquarters Military Subsistence Supply Agency; and 
Mr. Russell Becker, Assistant Chief of the Dairy and Poultry Branch 
of the Purchasing Division of Headquarters, Military Subsistence 
Supply Agency. 

I understand, General, you have some initial comments to make 
before we begin our questioning. 

I appreciate your coming up. I hope we have not taken the time 
of too many people in this process because we never know whether the 
information we get will justify it or not. We can only hope and expect 
it will be helpful to all of us. You may proceed. 
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r STATEMENT OF MAJ. GEN. VICTOR J. MacLAUGHLIN, ASSISTANT 
QUARTERMASTER GENERAL FOR OPERATIONS; ACCOMPANIED 
BY MAURICE I. 0’CONNOR, SPECIAL ASSISTANT TO CHIEF OF 


L OPERATIONS CONTROL OFFICE, OFFICE OF THE QUARTERMASTER 
; GENERAL; WILLIAM W. McCOLLUM, SUPPLY DIRECTOR FOR OP- 
1 ERATIONAL RATIONS AND GENERAL PRODUCTS, HEADQUARTERS, 
- MILITARY SUBSISTENCE SUPPLY AGENCY; RUSSELL BECKER, 
, ASSISTANT CHIEF, DAIRY AND POULTRY BRANCH, PURCHASING 
i DIVISION, HEADQUARTERS, MILITARY SUBSISTENCE SUPPLY 
e AGENCY; THOMAS J. 0’HARA, OFFICE OF GENERAL COUNSEL, 
$ OFFICE OF THE QUARTERMASTER GENERAL; AND ALBERT RABY, 
0 JR., OFFICE OF THE GENERAL COUNSEL, OFFICE OF THE QUAR- 
TERMASTER GENERAL 

, General MacLavuenun. I am Maj. Gen. Victor J. MacLaughlin, 
8. Assistant Quartermaster General for Operations in the Office of the 
8 Quartermaster General. In that job I am the principal assistant to the 
a Quartermaster General for staff monitorship and operational direc- 
h tion of our commodity activities, including the particular one we are 
2 concerned with here, the procurement of subsistence and its operating 


~ procedure. 
° Just a few brief remarks as to our being here this morning. Of 


ai course, aS you are well aware, the Department of Defense received 
a letter on September 11 from the committee which inquired concern- 
h ing certain commodities which we procure from the CCC, either 
- directly from CCC or indirectly, from vendors who in turn have 
procured from CCC. There were certain specific questions asked in 
at that letter to which we forwarded a reply. 
" Further, the committee asked specifically about our contracts over- 
a seas on recombined milk. Briefly in that letter, as answers to the 
m questions, we outlined that we do contact CCC for all these surplus 
. commodities that we know they subsidize before we make any pur- 
iC 


chases. If they can supply the quantity and the quality, consider- 
‘h ing the price, we consider that before any other contact is made for- 


ce mally, on a competitive basis, with outside sources. 
If the price that is offered by CCC is equal to or lower than the com- 
Ke mercial price then all other things being equal, quality and other- 
wise, we take the CCC item. When it is not available through CCC 
he we go out through normal competitive procedures and obtain the item 
“ on the commercial market. 
C 


Further, in the aforementioned letter the committee was given cer- 
tain information on the only three instances which were known to 
MSSA, the Military Subsistence Supply Agency in Chicago, which 
does all Department of Defense wholesale subsistence buying for all 
military departments in which vendors supplied products obtained 
from CCC. These three instances were the only such information 
we had as to the particular thing you mentioned before, Mr. Chair- 
man, concerning export subsidies. 

With respect to our contracts for recombined milk, we also furnished 
you the substance of our contracts, which of course are for over- 
sea requirements. 
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I might at this time state that fresh milk has been a problem for 
years since World War II and including the Korean war. In fact, 
we consider milk one of the most important items now on the soldier’s, 
sailor’s, and airman’s menu. We try to give him as much milk as he 
possibly can drink without waste. 

After the hostilities were over in World War ITI and Korea we 
found the need for providing the soldier fresh milk. Various com- 
binations were tried, dry milk, frozen milk, and otherwise. The onl 
one found to be palatable and and practical was the recombined milk 
which we are providing now. 

Mr. Founrarn. Would you describe recombined milk for the 
record ? 

General MacLaveututn. Briefly, recombined milk is a process where 
the whole fats and nonfat elements in the milk are separated out, 
shipped over as separate elements to a recombining point where they 
are put together and then reissued, reshipped, recontained for con- 
sumption as whole milk. 

It has been found to be very, very palatable, by the way. The tests 
were very extensive as to the user taste. 

Mr. Fountain. Does this help prevent spoilage ? 

General MacLaveutin. Yes, sir; and also saves on transportation. 

Mr. Micuer, What is the maximum time in which there is no de- 
composition or spoilage. 

General MacLaveuiin. You mean in the separated components 
how long they last before spoiling ? 

Mr. Micuex. Yes, under normal conditions. 

General MacLavuenuin. Do you know, Mike? 

Mr. O’Connor. I do not know but we have had no time tests on it. 
The way the product is packaged it is vacuum packed, it should last 
for an extensive period of time, I would say at least a year; way beyond 
the cycle of production and shipping. 

Mr. Micueu. Do we build up a backlog of those packaged items? 

General MacLaucniuin. No. We have our normal pipelines filled. 

Mr. Micue.. You are consuming at a pretty current rate ? 

General MacLaueuuin. Yes. In fact, subsistence is the highest 
consumption rate item we have in the whole system. 

Mr. Founratn. Please identify yourself for the record, Mr. 
O’Connor. 

Mr. O’Connor. Maurice O’Connor, Special Assistant for the Chief 
of Operations Control Office of the Office of the Quartermaster 
General. 

Mr. Naveuton. Mr. O’Connor, the nonfat dry milk is normally 
shipped in large containers of 50 to 225 pounds, is it not? 

Mr. O’Connor. The nonfat solids are normally shipped in about 50- 
pound containers. 

Mr. Nauauton. It does not require refrigeration. 

Mr. O’Connor. No, sir. 

Mr. Navueuton. However, the anhydrous milk fat shipped in 
smaller containers does require refrigeration. 

Mr. O’Connor. Initially they shipped that on a refrigerated basis 
but we do not buy that and furnish it as Government-furnished prop- 
erty. The contractor’s representative told us several years ago—they 
do ship it as dry cargo. It is 98.8 fat, practically moisture free. It is 
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vacuum packed, They found they could ship it in dry cargo and get a 
lower shipping rate. 

Mr. Fountain. Proceed. 

General MacLaueuuin. We have with us, as you mentioned, repre- 
sentatives from both the Subsistence Agency in Chicago and my office 
and also representatives from the Navy and Air Force. We will try to 
answer your specific questions. 

Mr. Pogierart. If I or members of the committee ask questions 
which you are not the appropriate person to answer, please feel free 
to refer the question to the proper person. 

General MacLaucuuin. Very well. 

Mr. Fountain. You have referred to a letter which I wrote on 
September 11, asking the Department of Defense a number of ques- 
tions concerning their procedures and the extent to which military 
services purchased for oversea use commodities of the type sold or 
subsidized for export by CCC. If there is no objection, I think it 
would be appropriate at this time to insert my letter and the Depart- 
ment’s reply in the record of the hearings. 

The material referred to appears in the appendix as exhibit F-1 on 
page 332. 

Mr. Fountarn. I have a number of general questions, designed 
mostly to supplement or to clarify the information furnished in re- 
sponse to my letter, after which we will have some questions on a few 
specific commodity transactions. It is my understanding that repre- 
sentatives of the Commodity Credit Corporation are here and they, 
too, will be available to testify in the event they are needed. I hope 
it will not be necessary to call them at this time. 

General, I wonder if you or someone in your group would outline 
briefly how food procurement is handled by the Defense Department, 
indicating particularly how responsibility is divided among the serv- 
ices and the extent to which purchases of food are made on a central- 
ized basis. 

General MacLavueuurn. I can start it off, Mr. Chairman. 

As you are probably aware, the Department of the Army 2 years 
ago was given responsibility of the so-called single managership for 
the procurement of subsistence for the Armed Forces. The respon- 
sibility, in turn, was passed to the Quartermaster General of the Army 
to implement the procedure and conduct the operation of the system. 
Pursuant to the establishing directive, an Executive Director and an 
agency, field agency, to accomplish the responsibilities were set up in 
Chicago. That is the MSSA or military subsistence supply agency. 
That agency has the responsibility for receiving from the several 
military departments—Army, Air Force, Navy, and Marine Corps, 
their service requirements for subsistence on a regularly scheduled, 
periodic basis. The agency in terms of its stocks, wholesale stocks, 
which it has under its jurisdiction and accountability, subtracts those 
stocks from the requirements and comes up with a net procurement 
quantity to buy. 

Incidentally, this is conducted in the continental United States. 
We have not expanded single manager implementation or jurisdiction 
overseas. 

Within the distribution pattern set up by the Executive Direetor 
under this directive, storage facilities of the Army, Navy, Air Force, 
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and Marine Corps are used to receive these stocks from the vendor, 
hold and redistribute them to the using service. There are two parts to 
the procurement of subsistence, one for perishables—meats, dairy 
products, fresh vegetables—and one for the so-called nonperishables— 
canned goods, dried items, and so on. 

We have a separate procurement system for perishables. It is ac- 
complished and operated through the market center system: where we 
have 10 buying offices scattered around the United States: Seattle, 
Oakland, Fort Worth, New Orleans, Kansas City, Chicago, Richmond, 
Columbia, New Y ork, and Los Angeles. 

The agency prepares its budget based on its requirements to buy 
as a Department of Defense agency and it has a so-called wholesale 
budget approved for the proc urement that I mentioned. 

When that is accomplished, the items are passed to the services for 
what we call retail distribution. The service receives them from a 
wholesale distribution point. They then go down to the using small 
unit for further breakdown, distribution, and consumption. We cali 
the procurement controlled by Chicago, central procurement on a 
national basis. 

Going into the subsistence procurement, there are also certain items 
that are permitted to be purchased locally. They are the items that are 
found by the central agency to be more practicable, as to quantity and 
nature, for procurement locally by the user rather than through a 
wholesale central procurement system. 

That is in general, Mr. Chairman, the procurement system of 
subsistence. 

Mr. Fountarn. Mr. Naughton, do you have any specific questions 
as a result of that explanation ? 

Mr. Naucuron. Not at this point. 

Mr. Micnuet. In the administration of the wholesale operation are 
there representatives of all three services involved? 

General MacLaueuirin. Yes. The agency is staffed, manned, by 
both military and civilian employers who are staff members, at the 
agency proper. 

Other than the military, the civilian employees are not identified 
as Navy or Air Force as the case may be, because when the job was 
given to the single manager, the Department of the Army, certain 
responsibilities that prior to the establishment of the single man- 
agership were performed by the single departments were put to- 
gether into a combined agency. The individuals who were used and 
identified by service as having done that particular job were brought 
together under the agency and their services were utilized for the 
common mission. 

Mr. Micuet. So that there really is now in fact central procurement 
for all branches through one agency. 

General MacLaveutin. Very definitely. 

Mr. Founrarn. So that the reorganization legislation which passed 
during the session which just ended will in no way affect your present 
system of making purchases. You have already developed a cen- 
tralized procurement system. 

General MacLaveuttin. Yes, sir. 

Mr. Fountain. When an individual service or installation makes 
its own food procurements, to what extent do you review prices which 
are paid to see that they are reasonable? Do you have any system? 
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General MacLaueuutn. The price review is down at the retail sta- 
tion or base level. We had to divide the management of this problem 
into a wholesale and retail responsibility. The review of the prices 
and operation of the retail activity is the responsibility of the in- 
dividual department. 

Mr. Fountarn. On page 2 of your reply to my letter there is a list- 
ing of various commodities of the type sold or subsidized for export 
by CCC. This table shows the estimated amounts of each commodity 
procured by the Quartermaster for oversea use during the last 3 years 
with a breakdown showing the amount obtained directly from CCC 
and the amount purchased from private firms. 

Mr. Naughton, do you have those figures? Please read them into 
the record at this time. 

Mr. Navucuron. Soybeans, commercially procured, 372,327,000 
pounds. CCC procurement, none. 

Dry beans, all types except soybeans, commercially procured, 6,882,- 
000 pounds; obtained directly from CCC, 1,096,000 pounds. 

Barley, commercially procured, 1,963,000 pounds; CCC, none. 

Cottonseed oil, 140,400 pounds procured commercially; none from 
CCC. 

Rice, rough and milled, 7,127,000 pounds procured commercially ; 
none from CCC, 

Wheat flour, 267,005,000 pounds procured commercially; none from 
CCC. 

Soybean oil, 24,276,000 pounds procured commercially; none from 
CCC, 

Butter, 32,906,000 pounds procured commercially; 42,468,000 ob- 
tained from CCC. 

Nonfat dry milk solids, 6,390,000 pounds obtained commercially ; 
232,300 pounds obtained from CCC. 

Cheese, 4,047,000 pounds procured commercially ; 2,273,000 pounds 
obtained from CCC, 

Mr. Chairman, I understand these figures cover the three previous 
complete fiscal vears. Is that correct? 

General MacLaveutin. Yes, sir. 

Mr. Founrarn. Do you think these figures are reasonably close to 
the total of CCC-type commodities procured for oversea use during 
the last 3 years, or is there likelihood that you might find substantial 
additional amounts in your further studies? 

General MacLavucuutn. I would like to ask Mr. O’Hara on my left 
to speak to these items. 

Mr. Founrarn. Identify yourself, please. 

Mr. O’Hara. Thomas J. O’Hara, attorney with the Office of the 
Quartermaster General. My main function is to coordinate inquiries 
we receive from Members of Congress. I have been discussing this 
matter on and off with Mr. Naughton. 

These figures are very, very rough estimates of the purchases of 
these commodities. The way our statistics are arranged it was very 
difficult for us to get accurate figures with the breakdown that your 
committee wished. We do not segregate our requirements to show 
CCC and commercial breakdowns. 

Moreover, it was necessary to go to various market centers around 
the country to get the statistics to compile a total. 
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The figures are really based on taking a monthly estimate or esti- 
mates for 3-month periods and projecting them over this 3-year per- 
iod. There is occasion there for error and we will attempt to get more 
accurate statistics for the committee. 

Mr. Fountarn. Thank you. We apprectate that. 

How were these estimates arrived at? 

Mr. O’Hara. Each market center was instructed to come up with 
as accurate an estimate as it could, depending on the method of its 
bookkeeping so we could get a reply to your committee. © Different 
market centers used different methods. One of them I know only 
picked an average month and then ran down their purchases for that 
month and projected them by 36 months. As you can see, much lati- 
tude exists for error. , 

Mr. Fountain. Can you give us some idea of the dollar value of 
these commodities in terms of annual purchases by the Defense 
Department ? 

Mr. O’Hara. I have with me Mr. McCollum, who would be familiar 
with the general products area. 

Mr. McCottum. Sir, I don’t have those figures available offhand. 
We could get you an estimate of what the total dollar volume would 
be, but I would rather not try to make an extremely rough guess. 

Mr. Fountary. Would it be too much trouble for you to get an esti- 
mate for us? Would it require a lot of work? 

Mr. McCotium. It would be very little trouble to get you an esti- 
mate on the quantities that are in here. 

Mr. Founrarn. It would probably run into several million dollars? 

Mr. McCottum. Yes, sir. 

(The information requested appears in the appendix as a part of 
exhibit G on p. 351.) 

Mr. Fountatn. I noticed that you procured some 353 million pounds 
of soybeans in 3 years. While it is not particularly relevant to the 
purpose of our inquiry, I am curious as to why such a large quantity 
was needed. 

Mr. McCotxiom. Essentially all of that quantity was purchased on a 
monthly basis for supplying the ROK army. We do have a few oc- 
casional purchases of relatively small quantities for indigenous feed- 
ing of foreign nationals who work for the Armed Forces in over- 
seas areas. That would be an extremely small percentage. 

Mr. Naventon. Are soybeans used for human consumption, a dif- 
ferent type than those handled by CCC or are they more or less the 
same ? 

Mr. McCortium. It is my personal belief that the beans we buy 
are not representative of the entire range of soybeans procured by the 
Department of Agriculture. We asked specifically for yellow edible 
beans, of grade 2, which would be only a small portion of all the 
varieties of soybeans that are grown and used, many of them for 
commercial purposes, not specifically for food. 

Mr. Naventon. This particular type of soybean, however, might 
also be used for commercial purposes in the United States? 

Mr. McCotium. It might be, yes. 

Mr. Founrarn. Does the figure of 140,000 pounds for cottonseed 
oil include amounts of cottonseed oil that the Defense Department 
may have procured in the form of salad oil or shortening ? 
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Mr. McCotium. While I do not have specific knowledge on this, 
I am convinced, because of our procurement patterns, that the cotton- 
seed oil reported was oil that was purchased for resale, specifically as 
cottonseed oil in commissaries. It would not represent the salad oil 
that is purchased in volume for troop feeding, 

Mr. Fountarn. I noted that you procured some 24 million pounds of 
ee neh oil, Just as a matter of curiosity, I wonder if you would 
tell us what use would be made of that. 

Mr. McCotium. That is also for supplying the ROK Army, en- 
tirely for that. We bought that for no other purpose. 

Mr. Reuss. ROK is the Republic of Korea, not Iraq. 

Mr. McCotxium. That is right. 

Mr. Micue.. That is charged against what portion of the Defense 
Department appropriation? Defense support, military assistance? 

General MacLavueuuin. Military assistance. 

Mr. McCo.titum. The money comes from a special appropriation 
in our foreign aid. The way the thing is handled as far as the pro- 
curement is concerned is that it is purchased out of our single manager 
stock fund and then reimbursement from the special funds appropri- 
ated for foreign aid. 

Mr. Naveutron. Reimbursement is obtained from ICA, is it ? 

Mr. McCouium. I am not familiar with the mechanics of how that 
is obtained. At the time we get the requirements to procure, they 
give us a dollar limitation from the special funds that they have. 

General MacLavueuurn. There is a program every year, Mr. Naugh- 
ton, that is labeled as the Defense Department’s increment of the 
foreign-aid program. ICA, of course, is the overall monitoring of- 
fice, but each one of the countries in which so-called military aid is 
furnished through the MAAG, Military Assistance Advisory Groups, 
in each of the countries, drafts a requirement for the needs of the 
particular country and in turn that program is reviewed through 
the Department of Defense down to the particular military depart- 
ment that may be furnishing the aid. The funds are channeled so 
that the Defense Department can call upon a certain increment of the 
appropriated funds for military aid purposes. 

Mr. Naventon. Are those appropriations originally made by Con- 
gress to ICA or to the Defense Department? 

General MacLaueuirn. That I don’t know, Mr. Naughton. Directly 
to ICA or to the Defense Department? I do know that there is this 
Defense Department increment in there. The mechanics or adminis- 
tration of handling that though, I don’t know, It used to go to the 
old MSA. 

Mr. Naueuton. In addition to soybeans and soybean oil, is it likely 
that substantial portions of the other commodities on the list might 
also be at least partially for foreign aid purposes rather than troop 
feeding ? 

General MacLaucuuir. It is possible. Do you know any more 
specifics about that ? 

Mr. McCotium. Flour would be the only other one in substantial 
volume that is on this list. 

Mr. Naveuton. Possibly nonfat dry milk solids? 

Mr. Becker. My name is Russell Becker, Assistant Chief, Dairy 
Products and Poultry. We have had requisitions and procurement 
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for nonfat dry milk solids in foreign-aid fields. The quantities I do 
not have. 

Mr. Fountarn. It is not our responsibility to determine the pro- 
cedures of the Defense Department with respect to economy and 
efficiency but since you are here, for the record I might ask whether 
you have pene established which are designed to insure that the 
military departments make savings wherever feasible through the 
utilization of Government stocks of surplus commodities? 

General MacLaucutin. Yes, sir; we do. 

Mr. Fountatrn. I wonder if you would describe those, 

General MacLavenurn. Of course. Arrangements are made be- 
tween our departments, with the monitorship of the central procure- 
ment at Chicago. Knowledge can be directly passed to Chicago as to 
availability of items and the procedures to be arranged. They are 
well controlled. 

In other words, the MSSA at Chicago receives its operating instruc- 
tions, including the matters such as this for interdepartmental arrange- 
ments and procedures to be followed in contracting, coordination 
necessary to effect the relationship, from Washington. So, to answer 
your question, we do have, I believe, the necessary coordination. In 
view of the fact that we do have this central procurement agency, we 
don’t have to worry about it being done in half a dozen places. 

Mr. Fountatn. The Chicago office has responsibility for that? 

General MacLaucutiin. Yes, sir. 

Mr, Fountarn. Has a study been made to determine just what com- 
modities CCC has which are used by the Defense Department, or are 
you able to give us that without the necessity of a study ? 

General MacLavcutiin. Some of you gentlemen may correct or 
add to this. We do have knowledge of these various items that are 
available, and when our procurements are made, we make reference 
to these items before any contract would be made with a commercial 
vendor. If there be other items from time to time, the only way we 
wouldn’t know about them would be that, possibly a more recent 
publication would be in process including those other items. 

Mr. Founrtarn. In other words, you coordinate with CCC so that 
you know what they have available which you may purchase for 
your use? 

General MacLavueutrn. Mr. O’Connor passed me a listing which 
is a monthly listing. Would you want to say any more about it? 

Mr. O’Connor. Yes, sir. As a result of arrangements some years 
ago with CCC, they send us this report of price support commodities 
as of particular dates. I think it comes out about once a month. 

Mr. McCollum, of the Chicago subsistence agency, receives them. 
This listing includes cotton, dairy, grain, feeds, oil, peanuts, naval 
stores, tobacco, so they know that this list is available at all times 
here. He brought this with him. 

Mr. Fountarn. I wonder if you have an extra copy of that which 
we might include in the record for information purposes. 

(The material referred to appears in the appendix as exhibit H 
on p. 352.) 

Mr. Micuet. Are those monthly bulletins broken down to the ex- 
tent of giving you grades? For instance, you want grade 2 soybeans 
for over there. I am assuming the wide disparity between what you 
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urehase from CCC and what you purchase from regular channels 
is the fact that at CCC you don’t have as good a grade on hand as 
what you want to buy for your particular purpose. 

Mr. McCottum. That could be the case. There is only one listing 
for each item as to the total quantities. There are no details. 

Mr. Navucuton. Do you make the same investigation to determine 
whether CCC can.provide the commodities, where you are purchasing 
processed commodities which are made up either wholly or almost 
entirely of a commodity which CCC handles? I am thinking per- 
haps of processed cheese, salad oil, or shortening; the last two are 
made almost entirely from cottonseed or soybean oil. 

Mr. McCotium. For any commodity that Commodity Credit shows 
as stock, before we contact industry for any purpose we go to CCC 
to see whether they can supply it, or whether we can take the sup- 
plies in their stocks and put them into a form that we need. 

Mr. Navucuton. If you are buying a processed commodity, wherein 
the ingredients which have come from CCC, do you have any check 
to make sure that the price you are paying reflects any subsidy that 
CCC may have paid on those ingredients ? 

Mr. McCotium. We have not made any specific check in that area. 

Mr. Fountatn. And, of course, if the CCC report did not list an 
item which you might need, you have no way of knowing about it. 

General MacLaueuurn. That is right, sir. 

Mr. Micuer. Would it be helpful to you if CCC detailed that 
report to you by grades? 

{r. McCorttum. Not particularly, because the information might 
not be current enough for us. We would prefer to get a reading from 
them at the time we have a procurement to be sure if they have that 
in stock they can quote on them at that time. , 

General MacLavcuuin. It might only save time, Mr. Michel. Right 
now, the procedure is to go to them and say “We are about to buy soy- 
beans. What do you have, that is listed, that falls within the desired 
quality and grade?” 

Then they come back and say “TI do or do not have it.” 

Mr. Micue.. My principal purpose was that you definitely do make 
that inquiry. 

General MacLaucuutn. Yes. 

Mr. Fountain. I understand that you contact CCC on earlot pur- 
chases of items which it might have in stock before soliciting com- 
mercial bids. I think this is certainly a splendid thing because, since 
the taxpayers have already spent their money for these items, we 
ought to use them wherever we can without further use of appro- 
priated funds. 

What percentage of your procurements approximately are bought 
in carload lots or larger ? 

Mr. McCottum. That would depend rather largely on item, sir. An 
item like flour that is used in very large quantities, probably 95 per- 
cent of our procurements would be in carlots. For an item like barley, 
we do buy bulk barley for indigenous feeding, but most of the pur- 
chases that we make are in relatively small amounts of pearl] barley 
for troop feeding and for resale in commissaries. 

General MacLaventtn, In general, we have tried to buy in carload 
lots and ship to the distributing point in carload lots wherever possible. 
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These market centers that I mentioned before, have in the locale of the 
market center buying offices which we call distribution points for 
perishables. That means that a particular office where a distribution 
oat is located will receive carload lots at that point. There will then 

a breakdown of those lots for the several military customers in the 
immediate area around that distribution point. The broken down lots 
are either trucked out, or the full car is continued on, whichever is 
found to be more economical, but the actual buying for the region or 
area is done in carload lots to the maximum extent possible. 

Mr. Horrman. Mr. Chairman, may I ask a question that may not be 
in order right here ? 

Mr. Fountain. Mr. Hoffman. 

Mr. Horrman. I gathered from testimony taken yesterday that the 
Government paid producers a subsidy in order to lessen production, 
to take the land out of cultivation, and that by the operation of that 
program, the Government itself acquired a surplus of certain com- 
modities. Is that the way you understand it? Is that where CCC 
comes in ? 

Maybe the chairman will tell me. The CCC gets a surplus, do they 
not ¢ 

Mr. Founrarn. Yes. They buy with taxpayers’ funds under the 
program. 

Mr. Horrman. The surplus gets into the hands of CCC. 

Mr. Fountarn. Yes. Then CCC disposes of it. 

Mr. Horrman. Instead of buying on the open market, it being the 
purpose of the subsidy to protect the open market, Defense takes this 
surplus out of CCC’s hands. Are we not then back right where we 
started? If you take the stuff from CCC instead of buying on the 
open market, the net result is that you are going directly against what 
we are trying to accomplish when we paid the subsidy and bought 
the crop, are we not? 

General MacLavueutitin. It sounds that way, sir. 

Mr. Horrman. Think that one over. I am a little confused myself. 
It seems to me that we try to do something to help the producer and 
to prevent the accumulation of a surplus, and we spend considerable 
money. Then along comes Defense, and on the theory that Defense 
ought to save and purchase from CCC, you do not go out in the open 
are The net result is that you are just working against your- 
selves. 

General MacLaveuuin. I am a little bit out of my field to answer 
your questions, but the arrangement as I understand it is that these 
surpluses that we are talking about are generated as a result of a plan 
to regulate our agricultural output. 

Mr. Horrman. One thing was to keep the surplus off the market. 
That is, the Government takes it instead of letting it be sold on the 
open market. You come along and want something. You take that 
surplus. The result is directly opposite to what they are trying to do 
with the other program, isit not? I notice the gentleman on your left 
there is shaking his head. Are you an economist ? 

Mr. O'Hara. Well, sir, that problem is present in our procurements, 
if we take CCC commodities. We have an existing arrangement 
whereby we go to CCC and ask them if they can give us the com- 
modities we want at a price lower than the commercial market price. 
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On occasion it might be advantageous to the Government for us to 
take some of these stockpile items. 

Mr. Horrman. You do not help the open market surplus by getting 
from CCC, do you? 

Mr. O'Hara. No, sir. 

Mr. Fountain. Of course, even when they buy on the open market 
the commodity may have come from CCC stocks. 

Mr. Micuex. Following up Mr. Hoffman’s remark, conceivably if 
we get this thing to the point where we encourage it to go into CCC 
more and more, you are eventually cutting out more and more busi- 
nesses, private enterprises who are doing business and everybody has 
to do business with the Federal Government or you do not do busi- 
ness. There are argumentative points on both sides of the coin, 

Mr. Horrman. I would like to be excused a few moments, Mr. 
Chairman, to go upstairs and consult an economist. 

Mr. Founrtarn. You may be excused. 

Mr. Horrman. You can laugh about it but I get confused. 

Mr. Fountain. General, I take it from your answer a few moments 
ago about your contacts with the CCC that you do contact the CCC 
in connection with anticipated purchases of less than carload lots, 
e Bee if they can fill your requirements, as well as more than carload 

ots ¢ 

Mr. O’Hara. Just carload lots. 

Mr. Fountain. In other words, you would not contact the CCC on 
Jess than carload lots, even though you know they have the item you 
want ? 

Mr, O’Hara. That is correct. 

General MacLaueuutn. Thatiscorrect. Yes, sir. 

Mr. Fountain. What isthe reason for that ? 

Mr. O’Hara. Mr. McCollum, I think, can give you an answer. on 
that question. 

Mr. McCotzium. CCC has its stocks in various places, where the 
supplies originate. They frequently are a considerable distance from 
the point at which we want supplies to be delivered. We have found 
from experience that it was not practical to go through all the me- 
chanics of asking for quotations on these items which might have to 
be shipped long distances, and frequently were, and by mutual agree- 
ment with CCC, since the total amounts were not large altogether, 
we have gone to them only on carlot quantities. 

Mr. Fountarn. I assume that you plan your purchases so that 
wherever possible your procurements are in carload lots, or larger, 
so as to get the benefit of quantity purchases? 

Mr. McCotium. That is correct. 

Mr. Fountarn. General, do you find that items in CCC stock often 
do not meet your specifications for a particular commodity? I think 
you have touched upon that already. 

Mr. Reuss. Mr. Chairman, I wonder before we proceed to another 
subject if I could ask a question concerning carload-lot purchases. 

I suppose I should address this to Mr. Becker. There may be others 
who may want to comment on it. My understanding is that until 2 or 
3 months ago the armed services had what seems to me a very sound 
policy of permitting and encouraging carload and truckload lot. pur- 
chase of dairy products, particularly milk, for the armed services, 
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which resulted in economy. More recently I understand there has 
been an order issued which devolves the authority to purchase down 
to the local commander, who of course is in a position to be pressured 
by local dairy interests. Instead of there being a Government order, 
for, let us say, 18,000 to 28,000 quarts of milk, which would run from 
36,000 to 56,000 pounds, there will be numerous orders for three or 
four thousand quarts. 

I have been informed about this by dairy people in my own State 
of Wisconsin. I wonder if you would give us the facts about that. 
I hope I am misinformed, or if this was true for a while that cor- 
rective action has been taken. 

Mr. Becxer. I would like to state that the order to which you refer, 
I don’t know whether it should be properly called an order or not, 
but that situation has existed for years, whereby local installations 
executed their own fresh milk contracts. Ina period of shortage, such 
as occurred during World War II when the installations found that 
they were not able to get milk locally, the subsistence agency was asked 
to procure or assist in the procurement of fresh milk and milk prod- 
ucts for the local camps, but there is no change that I know of. 

Mr. Reuss. Change or not, isn’t it more consistent with econom 
and efficiency that purchases of dairy products, as I should think 
purchases of almost anything else, should be made on a carload or 
truckload lot basis? I ask that not only because it would benefit the 
dairy industry of Wisconsin and Minnesota, although that is not 
without my ken, but because it seems to me to be good economic sense 
to buy in quantities that are cheaper. 

I am even more distressed to find that apparently we were not even 
doing it right ever, except in times of shortage. 

Mr. Becker. No. The requirements at local station level are con- 
siderably less than what they were in World War IT when the strength 
at, these. places was of sufficient numbers where it was economically 
feasible to procure in large quantities and ship. An installation to- 
day of a small number of men could not adequately use a carload of 
fresh milk. It would spoil before it was able to be used. 

Mr. Reuss. True. I am not suggesting that a 90-man installation, 
or 60 people, could consume 28,000 quarts of milk in a carload lot. 
However, doesn’t your policy allow a local commander of an installa- 
tion large enough economically to use a carload lot to make an arrange- 
ment with local people for considerably less than carload deliveries, 
which results in a lack of economy and efficiency ? 

Mr. Becker. I am quite sure the requirements of the local installa- 
tion govern the method and the procurement in the quantities best 
adaptab'e for their usage. If it is of course better for smaller quan- 
tities, that is the way they follow. If it can be procured more economi- 
cally and used in larger quantities I am sure the local commander 
would so direct. 

Mr. Reuss. That is the hitch. We have now got to the point ‘that 
I think maybe we can effect some improvements. Would it not be a 
sound idea if the central military subsistence supply agency issued 
some sort of a directive to its local commanders, setting forth the cir- 
conn under which they ought to be buying in carload or truck- 
oad lots 
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As it is now, as I understand it from your testimony, this is left 
up tothem. The only reason for having a central military subsistence 
supply agency is to bring to bear, one, cooperative buying, and two, 
more expert know-how than every one in the field can be expected to 
have. Isthat not so? 

Mr. Becker. I would say yes, Of course. That is pure economy. 
As far as changing regulations that is beyond my level of operations. 
I would have to refer the question. 

Mr. Reuss. That would be General MacLaughlin. 

General MacLavueuuin. I might say, Mr. Reuss, that with any of 
this so-called delegated local procurement that I mentioned at the 
start that is found to be either impracticable or more expensive or less 
economical, whichever way you want to put it, whereby the central 
agency does not effect it, and it is decentralized to the local com- 
mander, the circumstances are varied for the particular item. 

Milk, for example, we apparently do not have specifics here to tell 
you the background as to why it developed to be better procured lo- 
cally than centrally procured. 

Mr. Founrarn. It is fresher, for one thing, is it not ? 

General MacLaucuuin. That is right. Of course, you even get into 
the question of containers. For example, take our disciplinary bar- 
racks. They do not want containers in glass. They want them in 
paper. This goes into the judgment of the local commander as to how 
and what he buys. 

Mr. Reuss. I wonder, General, if you would be good enough to do 
this: Would you, as soon as it can be prepared, address a letter to 
me, rather than to the committee, since this point is not technically 
within the purview of this morning’s hearing, setting forth in full the 
military services procurement policy on milk and other dairy prod- 
ucts, with particular reference to this question of carload lots and 
securing the maximum possible break for the taxpayers, consistent, of 
course, with getting good, fresh milk to our men in the armed services ? 

General MacLaueuutrn. I will be very happy to. 

Mr. Reuss. If your review of your policies discloses that the cen- 
tral anthority, namely, yourself, may not have sufficiently impressed 
it upon Sat Sekenae that where there is a dollar to be saved 
without in any way impairing the quality of the dairy products served 
our men in the Armed Forces, I know you would want to make it 
clear to them by supplemental directive that carload and truckload lot 
procedures are to be followed. 

General MacLaucuuin. I will be very happy to do that. 

Mr. Reuss. I would appreciate that. May I expect that? 

General MacLavucuuin. Yes, sir. 

Mr. Fountain. Of course, this question of purchase in quantities 
works both ways. If you need it, it is all right, but if you don’t need 
it it might be extravagance. 

General MacLaueuurn. That is right. 

Mr. Fountarn. Such as happened, I believe, in the hamburger case 
we have heard so much about. 

General MacLaueuurn. I might also say, Mr. Reuss, and this is pub- 
lished as operating routine, the facilities of the central purchasing 
agency, local or regional market center office, is available to the local 
commander to use in whatever way he wishes. . They do it for vege- 
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tables, for example. If the station is large enough, a carload lot of 
vegetables will be procured for them by the regional buying office 
and shipped directly into the post. If it is a small quantity, they 
request permission to exercise the option of buying it locally because 
they couldn’t take a carload lot or large quantity. 

Mr. Founrarn. Of course, that helps the local economy in the area 
in which your installation is located. 

General MacLavucuurn. Yes, sir. 

Mr. Reuss. I am well aware that the fact that the facilities of the 
local agencies are available to commanders. What I was concerned 
with was that local commanders be fully and properly instructed so 
that they have not only the privilege, but a duty of relying on cen- 
tral purchasing authority, where it will, as our chairman has just 
said, result in economy and the making available of the best dairy 
products we have. 

General MacLaventun. I understand. 

Mr. Fountarn. I believe you and your colleagues, General, have 
already stated that certain items in Commodity Credit Corportion 
stock often do not meet your specifications for particular commodities? 
Have you ever had occasion to revise any of your specifications, with- 
out permitting low quality, in order to make it possible to use CCC 
commodities which might adequately serve your purpose, even though 
not meeting the exact specifications you mht ask in ordering from 
the commercial market ? 

Mr. Rasy. I am Albert Raby, from the Office of the Quartermaster 
General. 

Generally there are procedures in effect by which specifications for 
agricultural commodities are coordinated with the Department of 
Agriculture. We do not have any specific data With us to indicate 
whether any particular specifications have been revised, in an effort 
to make those specifications conform to what CCC might have in 
stock. 

I understand that our ordinary practice is to determine on the basis 
of our experts the quality that we need, and we start with that as the 
base. In a given instance with a given commodity there may be an 
area in which something could be done, but I don’t believe that it is 
done as a general practice. 

Mr. Fountatn. This is not a true analogy but I am now in the proc- 
ess of building a home. This is my first one. I have a subcontractor 
who obligated himself to give me Crane fixtures and plumbing. He 
says he can give me other fixtures that are just as good. I understand 
I could check all of the plans and specifications to see that they are 
just as good, but he contracted to give me Crane. Crane is what I 
want. That is a private proposition. 

I wondered if you have made an attempt to determine whether the 
items which CCC does have almost comply with your specifications, so 
that you could amend them and thereby make the purchase from CCC 
and relieve them of some of the surplus which the taxpayers have paid 
for. 

General MacLaveuuin,. I do not know of any action that has been 
taken along that line, Mr. Chairman. 

Mr. Fountarn. Without in any way deteriorating the quality of 
the item which I think military personnel ought to have. 
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General MacLavuecuuin. I understand your question. I don’t know 
of any review along those lines, to take a lesser quality in order to con- 
sume the surpluses. I don’t know of any instances of that. 

Mr. Founrarn. Not necessarily a lesser quality, but an acceptable 

uality. 
: Faience) MacLaveuutn. Does anyone know of any particular re- 
view of that nature? 

Mr. O’Connor. No, sir. I don’t. 

Mr. McCotium. Our specifications for those items would be coordi- 
nated with agriculture in almost every case. 

General MacLavenun. That is the acceptable standard. The 
point is, could we lower our sights a little bit? 

Mr. Founrarn. I asked that question because sometimes we describe 
things in different ways. The way I describe it might indicate the 
quality is not as good as the way you describe it, and yet the item might 
be of equal quality. 

General MacLaveuurn. Along that line, we will say the specifica- 
tion language used is one between us and the Department of Agricul- 
ture, so there is not any question of us asking for a grade and quality 
that might be different from any understanding on their part as to 
what we mean, because the standards are coordinated with them before 
we establish them. 

Mr. Fountain. Do you know of any examples of CCC commodities 
which are available now, and have been available, but which do not 
meet your specifications ? 

Mr. McCotium. Yes. Thereare many of those. 

Mr. Fountain. I wondered if you would give us a few examples. 

Mr. McCorium. Rough rice is available in CCC stocks, whereas we 
buy milled rice, which is a processing of rice from the rough rice to a 
removal of the outer coating. 

Mr. Naveuton. Doesn’t CCC also sell milled rice ? 

Mr. McCotium. They list certain stocks of milled rice, but we have 
no records of their having any available when we have gone to them. 
We buy the milled rice that we procure only for indigenous feeding for 
foreign nationals. 

Mr. Naventon. If CCC did have milled rice in stock at the time you 
needed it would it meet your specifications ? 

Mr. McCottum. I can’t answer that. 

Mr. Navecuton. You don’t know definitely that it would or would 
not ? 

Mr. McCottum. I don’t know definitely ; no. 

Mr. Founrtarn. I take it from your testimony indicating coordina- 
tion with CCC, General, that you have received full cooperation from 
CCC in making available any items which they might have which you 
can use, is that right? 

General MacLaventin. Full cooperation—yes, sir. 

Mr. Fountarn. Then CCC has always given you, or sold to you, 
anything that you asked for that they had ? 

General MacLavenuurn. That they had; yes, sir. 

Mr. Founrarn. In contacting CCC does the Defense Department 
specify that commodities are for overseas use where such is the case? 

Mr. McCottum. When we go to CCC, we give them the details of 
what we want, the point at which we want it delivered, the quality, the 
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type of packing, all of that kind of thing. Our requests to them do not 

necessarily say “For export” but they would indicate the type of pack- 

ing we want. Where it is export packing, that would certainly be an 

indication that we expect to use those for export, also when delivery 

of the item is directly to an army shipping terminal. 

. Mr. SOOM EAE. They do the actual shipping to the point requested 
y you! 

Mr. McCorttum. That is correct. The grain items are all deliv- 
ered to the destinations that we furnish them. 

Mr. Fountain. Do you make inquiries as to whether CCC sells 
a commodity for export to anyone else at a lower price than that 
offered the Armed Forces? 

Mr. McCotivum. I don’t know of any such inquiries. We had al- 
ready gone to CCC for a price on the items that we wanted before 
we had gone to industry. Our feeling has been that we had already 
taken a reading. 

Mr. Fountain. General, I will ask you this question : 

How well is the Defense Department coordination with the CCC 
working out in your opinion with respect to assuring the maximum 
economy and efficiency for the taxpayers? 

General MacLaventin. I think it is working out very well, Mr. 
Chairman. Of course, in any system, experience will show from 
time to time areas for improvement, but to date, our relations and 
our arrangements and our exchange of information has been very 
satisfactory. 

Mr. Fountatn. Do you presently know of any areas where im- 
provement can be made in your coordination ¢ 

General MacLaveutin. No. Do you have any, Mr. McCollum, 
that you know of? 

Mr. McCotium. None. That would require a study in the light of 
current available information, sir. That study has not been made. 

Mr. Fountarn. Whether a study has been made was my next 
question. 

Mr. McCotivum. I don’t consider that any of us are perfect at any 
time. Careful studies might turn up areas where there could be 
improvement. 

Mr. Fountarn. What procedures, if any, does the Department of 
Defense have presently in effect to insure that it is not buying com- 
modities from private firms, which came from CCC surplus stocks 
or were subsidized for export by CCC, at prices which do not reflect 
the CCC subsidy ? ; 

Mr. O’Hara. Actually, as far as we can ascertain we have no proce- 
dure to insure that, and that is one of the areas of possible weak- 
ness that has come to our attention. | 

Along a line of coordination and cooperation with the CCC we 
have had a conference with their representatives already to mutually 
explore this area and even though we in the Department of De- 
fense are not sure that defense contractors have realized the so-called 
windfall profits. Agriculture and Defense have initiated an area of 
study to sort of close up this area whereby contractors might realize 
these excessive profits. pers , 

One of the contemplated solutions, which is under study right now, 
will be the adoption of a position by Agriculture that they will not 
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grant export subsidies when there is resale for export by a Govern- 
ment agency, and it isa rather promising area. 

Mr. Fountain. Then, you think a little closer attention to that 
area may result in some savings ? 

Mr. O’Hara. Yes, sir; at least, there is a possibility of that. 

Mr. Founrarn. A possibility ¢ 

Mr. O’Hara. Yes, sir. 

Mr. Fountarn. Have you made comparisons, with respect to the 
items on the list which you gave us, to determine whether the prices 
paid by the military services on purchases from private firms were in 
line with CCC export prices ¢ 

Mr. O’Hara. | have instructed MSSA to attempt to do that, but 
to date they have not. I feel sure that we did not make such a 
comparison. 

Mr. Founrarn. Without that you would have no way of knowing 
whether or not you paid substantially more than the CCC price; 
would you ? 

Mr. O’Hara. That is correct. We hope by making such compari- 
sons to find out whether or not there have been windfall profits on 
some of our sales. 

Mr. Fountarn. Do you have any figures as to the approximate 
price paid per pound for each of the items on your list ? 

Mr. O’Hara. No, sir; that is part of the area I have instructed 
MSSA to look into. 

Mr. Fountatn. Will you also give us a comparison in the course 
of that study of each of those prices with the CCC export price ? 

Mr. O’Hara. All right, sir; I will. 

(The information referred to appears in the Appendix as a part of 
Exhibit G on p. 351.) 

Mr. Fountarn. Do you know of any on which the CCC price is 
substantially lower ? 

Mr. O’Hara. I personally do not. Do either of you gentlemen 
know of any instances where our prices paid on commercial purchases 
were higher or equal to CCC prices ? 

Mr. Becker. I do not think I quite understand your question. 

Mr. Fountratn. Do you know of any items on which the CCC price 
is substantially lower than the price you pay through commercial 
channels? 

Mr. Becker. Yes; the CCC world market price on butter, for ex- 
ample, is 39 cents; whereas, on butter in CONUS, which is the con- 
tinental United States—the support price at which they buy governs 
naturally the sale price in the trade to industry and to us as well, 
which in that instance would of course be above their support price, 
and naturally there is a difference. 

Mr. Fountratn. You have described in your letter three instances 
in which private contractors may have received export subsidies on 
commodities sold to the services for overseas use and I believe that 
Mr. Naughton, the subcommittee counsel, may have some questions 
with respect to the details of these transactions with which I per- 
sonally am not familiar. 

Mr. Naventon. The first question involves three contracts for flour 
with Pillsbury Mills, Inc., issued between December 26, 1956, and 
January 4, 1957, for a total quantity of 217,704 pounds and a total 
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value of $20,825.59. I might say that these would be instances where 
it appears that either the commodity itself or the ingredients thereof 
were purchased from CCC by the contractor who sold it to the service, 
or else a subsidy was paid on them. 

The letter indicates—and I understand that there is a typographical 
error in this—that MSSA promised to furnish proof of export to the 
Pillsbury Co. and was therefore given a price advantage varying from 
4 to 7 cents a pound on the three orders mentioned. 

Does someone have the correct figures on that ? 

Mr. McCottum. There was an error in that letter because of a 
misunderstanding of the information that we received over the tele- 
phone in quite a hurry, which I would like very much to straighten 
out. 

Mr. Naveurton. Fine. 

Mr. McCotitum. We did negotiate with the Pillsbury Co. when they 
made this offer. The lower price that they offered us for using wheat 
obtained from CCC at the special export price was 8.3 cents per 5- 
pound bag for two of the contracts, and 9 cents less on one contract. 

Mr. O’Hara. Per 5-pound bag? 

Mr. McCotium. Yes, sir. 

Mr. Navucuron. So that the export subsidy advantage given to 
you amounted to about 1.5 cents or 2 cents-a pound ? 

Mr. McCottum. That is correct, and that was in line with the 
difference in the price of the wheat that was used. 

Mr. Naueuton. Have you purchased substantial quantities of wheat 
from Pillsbury in the past for export use? 

Mr. McCotium. Yes, sir. Those particular purchases in the 5- 
pound bags were for resale as brand name “Pillsbury’s Best Flour.” 
It is a very well-known brand, and we get many requisitions for both 
5-pound and 2-pound bags of Pillsbury’ s Best Flour for resale. 

Mr. Micuex. That is in your overseas areas; is that right ? 

Mr. McCotrum. That is correct. Purchases of those items for 
overseas commissaries are made by the four market centers located 
at the ports through which we ship. 

Mr. Navewnron. But in this instance you received a differential of 
between 114 and 2 cents a pound on your purchases over what you 
would have paid Pillsbury for the same item if it had been destined 
for use in the United States. That, of course, reflected the amount 
of the CCC subsidy for export or differential ? 

Mr. McCotium. There is a little difference there. It would not be 
the same price in this country because you have a difference in packing 
requirements to protect it against moisture going overseas. 

Mr. Naventon. But, essentially, the difference in price was because 
of the fact that you were using it overseas? 

Mr. McCortum. Yes, sir. 

Mr. Naventon. You shipped some 267 million pounds of flour 
overseas in the last 3 years. Has the price on that flour differed by 
114 to 2 cents from the price you paid for flour in the United 
States? 

Mr. McCotium. No, sir; the price would be very equivalent to the 
price that we pay in the United States, if you leave out the cost of 
specal packing for overseas. We buy flour very frequently and in 
quite large quantities. 
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Mr. Naveuton. Do you know whether the people who sold you this 
267 million pounds of flour collected a CCC export subsidy of 1% 
or 2 cents a pound on it ? 

Mr. McCotitum. We have no information that they did. 

Mr. Naucuron. Another instance, and the second one involved in 
the letter, involved eight delivery orders issued to the Borden Co. 
under a purchase notice agreement. Orders were issued between De- 
cember 13, 1956, and March 21, 1957, for a total of $30,500 which in- 
volved the purchase for export of Star Brand nonfat dry milk solids 
which was furnished by the local market center to the port center. 

Do you happen to know whether Borden purchased that dry milk 
from CCC ? 

Mr. Brecxer. Answering that question, I do not know if Borden 
purchased the product from CCC. 

Mr. Navenron. I believe the subcommittee has information in- 
dicating that this milk was purchased from CCC. As a matter of 
fact, a number of purchases of nonfat dry milk in 1-pound com- 
mercial packages were made by the Borden Co. from the Commodity 
Credit Corporation. I think the grand total is something over 1 
million pounds, not all of whch went to the armed services. We 
found a quantity of 224,434 pounds of nonfat dry milk in 1-pound 
packages which was purchased by the Borden Co. from CCC in 
November 1956. According to records of the Commodity Credit 
Corporation part of this 224,000 pounds apparently was exported to 
the U.S. Armed Forces outside the United States, via New York. 

The price which was paid to CCC for this nonfat dry milk was 9.37 
cents per pound in store at Arcade, N.Y. That is equivalent, I be- 
lieve, to a price of approximately 9.9 cents per pound, freight along- 
side ship, at the port of export, which would be New York. 

The purchases by the Army, or the QM, were made with the freight 
paid to New York, were they not, so that the Army paid the freight 
from there on? 

Mr. Becker. That is correct; that would be delivered to New York. 

Mr. Naueuton. What was the price that was paid per pound? 

Mr. Becker. I do not have a copy of that supply bulletin contract. 

Mr. Navecnton. Would it be approximately 31 cents a pound? 

Mr. Fountatn. Upon what do you base your 31 cents a pound infor- 
mation ? 

Mr. Navucuron. I have a copy of the purchase order. It is 30.9 
cents, to be exact. 

Is this a copy of a purchase order ? 

It may not be for the same purchase, and the dates may be a little 
different. 

Mr. Becker. This is not a copy of the purchase order. 

Mr. Naventon. It does show the price, though. 

Mr. Becker. It shows a price. 

Mr. Fountatn. What is that? 

Mr. Becker. This is just a receiving report. 

Mr. Naventon. It does show a unit price; does it not ? 

Mr. Becker. Yes; it does, 

Mr. Navueuron. Isn’t the usual price paid by the QM on its pur- 
chases of Starlac 30.9 cents per pound ? 

Mr. Becker. I cannot state that that is the price. 
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Mr. O’Hara. Mr. Naughton, one of our men who knows this area 
states that that is the price, approximately. 

Mr. Naucuton. We would be glad to have him make any comment. 

Mr. Baxter. That would be the approximate price. You see, that 
is a purchase notice agreement. 

General MacLavucuurn. That is Mr. Baxter from the Office of the 
Quartermaster General. 

Mr. Naucuton. Do you have any idea what the total purchases of 
nonfat dry milk for export from the Borden Co. in 1-pound packages 
have been over the last 3 years? 

Mr. Brecker. No, sir; I would not have any records showing that. 

Mr. Fountarn. Would anyone else have that information ? 

Mr. O’Connor. Yes, sir; I might add something on the purchase 
notice agreement, Mr. Chairman: We make purchase notice agree- 
ments and we probably have 500 or 600 in effect at the present time 
for commissary resale. So, the orders are issued by the requiring 
station with the exception of overseas. 

They come into the continental United States for placement as a 
rule to the port. Under those purchase notice agreements a con- 
ractor agrees that the price quoted us is as good or is at least as low 
as the price at which he sells to any other customer under the most- 
favored-customer clause. 

The purchase notice agreements cover pretty well any item, so that 
if your wife wants Starlac she can go in and find it. That is for com- 
missary resale. It depends entirely on customer demand. We have 
purchase notice agreements only for those items for which a contrac- 
tor before he gets one can demonstrate that orders from at least 25 
different stations have come in. 

Mr. Navuenton. I might say that information that a price of 30.9 
cents per pound was paid for this nonfat dry milk is contained in 
material submitted by the Borden Co. to the Department of Agri- 
culture. 

They made a purchase from CCC at 9.37 cents a pound on the condi- 
tion that the milk be exported, and technically, since it was used 
overseas, I guess you could say that it was exported. However, there 
is approximately a 21-cent difference between the price at which CCC 
sold and the price the Army paid. Since the freight terms were iden- 
tical—I assume that the package was identical a1.d I do not know of 
any processing or anything else that happened in between—did the 
QM make any attempt to obtain its requirements of nonfat dry milk 
in 1-pound packages from CCC? 

Mr. O’Hara. Mr. Naughton, may I inject one comment ? 

Mr. Naventon. Surely. 

Mr. O’Hara. We were buying Starlac and Borden’s name items 
in the box that Borden put out with Starlac on it for some, let us 
call it the wife of a soldier overseas, who wanted a box of Starlac, and 
we had to go to the Borden Co. to buy Starlac. 

I understand—and my expert can correct me—that the nonfat 
solids in the form in which CCC stores them need further processing 
to put the Starlac in the box that Borden’s sells. I understand they 
break down the nonfat solids to a finer degree so that they are more 
readily soluble in water and you can get your milk quickly. These 
were not purchases for the Government’s use. We bought them to 
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put in our grocery stores overseas. I do not know if that is squaring 
any misconception in the area or not. 

r. Naucuton. The CCC papers that we have indieate that this 
nonfat dry milk was sold in 1-pound packages, commercial foil over- 
wrap carton, and I am sure it had the brand name on it. 

Mr. O’Hara. I see. 

Mr. Navucuron. I might say, to clarify some confusion that might 
exist, that these apparently are transactions in some respects similar 
to the purchase and resale transactions that we looked into with ref- 
erence to cheese and butter a couple of years ago. Borden sold this 
nonfat dry milk in 1-pound packages to the CCC for 16 cents a pound, 
and immediately repurchased it for 9.37 cents, stored at Arcade, N.Y., 
and then resold it to the QM for 30.9 cents a pound. 

Mr. Founrarn. Without any transfer of the items. 

Mr. Naucuron. The items were at all times in store at Arcade, 
N.Y., which I assume is the Borden plant. The only thing moved 
until the milk was shipped overseas were the papers. 

Mr. O’Hara. This area was also the subject of a recent conference 
with the agriculture people. We have in contemplation another pro- 
cedure which would preclude such instances. Agriculture contem- 
plates requiring a commercial bill of lading for its proof for export 
subsidies. In that event no sales to the Government which naturally 
would move on military bills could gain benefits of subsidies, even 
sales like these for commissary use. 

Mr. Fountarn. That would probably cure this situation. 

Mr. O’Hara. I think it would. 

Mr. Navcnton. While we are talking about nonfat dry milk solids, 
is there any difference, except for packaging differentials, in the unit 
prices paid by QM for nonfat dry milk for use in the United States, 
and the prices paid for milk that is going to be used overseas ? 

Mr. Becxer. Our purchases in commercial channels for dry milk 
require the packaging and packing most adaptable to the military 
use. The requirements of the consuming activities dictate the kind of 
packaging and packing we need. 

Mr. Navucurton. I realize you have a little different packaging situ- 
ation involved. What would be the difference in cost of export 
packaging as compared to domestic packaging? It would not be over 
a cent or two, would it, per pound ? 

Mr. Becker. We require packaging in certain instances in 25-pound 
tins in shipping containers. We also require 5-pound tins overpack- 
ing in shipping containers. 

Mr. Fountarn. That prevents breakage and possible spoilage? 

Mr. Becker. That prevents breakage in transit and loss in transit, 
and absorption of moisture from the air which would spoil the product 
where it would not be used overseas. Therefore, we have to have 
that tin requirement. 

Mr. Naveuron. The maximum cost of packaging even in your most 
expensive package probably would not be over 3 or 4 cents more than 
the minimum cost ; would it ? 

Mr. Becker. Tin cans and packaging would roughly be approxi- 
mately 2.5 cents per pound or thereabouts. 

Mr. Naucuton. We have some figures, I think, showing the price 
that CCC pays when it has dry milk repackaged. It runs something 
like 3 cents a pound. 





206 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


The General Services Administration issues a document at periodic 
intervals showing procurements by Federal agencies over $25,000. 
GSA periodically publishes reports from the Chicago Quartermaster 
Marketing Center which give the quantity of an item which was 
purchased, and the total amount paid for that item. By dividing the 
two figures, it is possible to arrive at an approximate unit price. 

We have collected those figures for some time and I have some 
figures for purchases of nonfat dry milk solids by the Quartermaster. 
I have divided the quantities into the prices to arrive at an approxi- 
mate figure for the unit price. 

As we have indicated, the difference in packaging probably would 
not exceed 3 cents between the cheapest form of packaging and the 
most expensive form of packaging. A considerable quantity of nonfat 
dry milk—I think 6 million pounds during the last 3 years—was ex- 
ported by the Quartermaster. 

May ‘aale you: Are you familiar with the CCC standard export 
price for nonfat dry milk ? 

Mr. Becker. Iam. 

Mr. Navcuron. And that is 9.9 cents, freight, alongside ship, at 
the port ? 

Mr. Becker. At the port; yes, sir. 

Mr. Naventon. And the purchases made by Quartermaster, if they 
are for export, would be freight paid to the port of export. In other 
words, you would pick up the freight from the port of export to the 
oversea destination ? 

Mr. Becker. Yes, sir. 

Mr. Naveuron. So, certainly there would be no additional freight 
if someone were to buy from CCC and deliver to the armed services; is 
that correct ? 

Mr. Becker. Our purchases are delivered primarily to depots for 
later shipment, and maybe overseas. 

Mr. Navucuton. But you do have some different requirements for 
packaging, and if it calls for export packaging, the contractor is 
reasonably certain that it is going to be exported ? 

Mr. Becker. That is a reasonable assumption. 

Mr. Navueuton. You would not ask for this more expensive pack- 
aging unless there was a reasonable possibility it would be shipped 
overseas ¢ 

Mr. Becker. That is correct. 

Mr. Fountain. Of course, if you had a sudden demand for some 
of these items and they were not prepared for export, you would have 
to prepare them for export ? 

Mr. Becker. Yes, sir. 

Mr. Naveurton. I have a number of dry milk procurements by the 
Quartermaster, and one example involves 2,993,990 pounds. I do not 
have the date on this, but it was some time during the 1957 fiscal year. 
This procurement was from the Dried Milk Products Co-Op at a total 
cost of $557,210. 

That figures out, according to my figures, to 18.6109 cents per pound, 
and I think that is in line with the prices that have been paid for dry 
milk of 18 or 19 cents a pound. 

Mr. Becker. Yes, sir. 
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Mr. Fountarn. Where did you get those figures, Mr. Naughton? 

Mr. Naueuton. These are taken from the figures, published by the 
General Services Administration on Government contracts. 

Do you know any reason why that could not have been procured 
from CCC for 9.9 cents, plus, maybe, 2 or 3 cents for additional 
packaging costs ? 

Mr. Becker. The usual practice there, as explained by General 
McLaughlin, is that we do contact CCC for milk solids, nonfat. If 
they have them, of course, they would be glad to give them to us but, 
apparently, they do not have it in the packaging requirements which 
we need and, therefore, they could not give it to us. 

Mr. NauGuton. Do you know whether or not Dried Milk Products 
Co-op may have purchased milk from CCC at the export price? 

Mr. Becker. | cannot say that they purchase milk from CCC at 
the export price. We do require that the contractor comply with our 
specifications in any purchase. 

Mr. NaveuTon. Ot course, your contract specifications are prob- 
ably fairly similar to CCC specifications, are they not, for bulk 
quantities of nonfat dry milk ? 

Mr. Becker. I cannot say what their specs are, but I can say that 
on the award of a contract of this kind it requires processing of 
products subsequent to the date of award which means that our in- 
spectors on the spot would observe the actual production of this 
powder and this powder being placed in the cans and in the packages 
that we require. Therefore, | would assume that they woul not get 
this powder from the CCC. 

Mr. Navucuton. Do you have any way of knowing whether they 
might have sold on paper to CCC for 16 cents a pound and repur- 
chased for 9.9 cents a pound ? 

Mr. Becker. We require in the solicitation of quotations that an 
offerer or bidder state that he intends to use surplus commodities 
available from other Government sources and he must so advise us at 
the time of his offer. 

Mr. Naveuton. Do you know if the Borden Co. so advised you in 
the case of the procurement of Starlac? 

Mr. Becker. I cannot say as to that. 

Mr. Naucurton. Is there a punitive provision in the event that the 
‘Government loses because someone does not reveal that you are being 
sold Government surplus commodities ? 

Mr. Becker. No. 

Mr. Naveuton. I should not say “punitive,” but is there provision 
for recovery of any losses? 

Mr. O’Hara. On our normal contracts of subsistence items the only 
clause is the one you and I discussed. It is entitled “Repurchase of 
Former Government Surplus.” Is that the clause to which you have 
reference ? 

Mr. Naueuron. Yes; and the application of that clause to a situa- 
tion such as you have described. 

Mr. O’Hara. My opinion is that that clause is inapplicable to be 
a basis to recoup these moneys. 

Mr. Navucuron. What isthe basis of your conclusion? 

Mr. O’Hara. The clause and the word “surplus” as used in that 
clause. This is not a conclusive statement, but it is my personal opin- 
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ion on the matter. The word “surplus” as used in that clause in the 
procurement document relates to such surplus as is within the pur- 
view of the Federal Property and Administrative Services Act. 
That act refers to commodities to which the Government had title 
and through the program of getting rid of its surplus, sells to the 
commercial market. I feel and I believe it does not carry over into 
the farm support program because in the Federal Property and 
Administrative Services Act there are also provisions for the sale 
of subsistence items that are excess to the defense requirements. 

Mr. Naueuton. Does the Quartermaster then have no objection 
to someone selling you back surplus property as long as it is not 
the particular type of surplus property covered by the specific act 
that you mentioned ? 

Mr. O’Hara. This is the same area that we mentioned on Borden 
concerning this dried nonfat solids problem, we in the Quarter- 
master Corps actually were unaware that this subsidy or this area 
existed wherein a contractor could get so-called windfall profits. I 
cannot say how much they have been realizing on defense contracts, 

The facts you relate here and other little facts that have come to 
our attention show that to some degree this is being done, and as I 
have mentioned, we have already had a conference with Agriculture, 
and we are trying to close that area up. 

Mr. Naveuton. Would it be correct to say that insofar as the De- 
fense Department was concerned they certainly had no idea that any- 
one was collecting subsidies from CCC and then selling the commod- 
ities back to the services on the basis of commercial prices and that 
you certainly would not have allowed it if you had known it was 
going on? 

Mr. O’Hara. That is correct. 

Mr. Naucuron. Does the contract itself identify “surplus prop- 
erty” as surplus property within the meaning of the Act? 

Mr. O’Hara. I say this with my background; the clause is a naked, 
let us call it, statement, in our our procurement documents. 

Mr, Naveuton. Well, “surplus property” is a pretty broad term; 
is it not? It seems to me it might cover Government-owned agricul- 
tural commodities. 

Mr. O’Hara. The argument. could be made, I think, and I think 
the other argument I gave you might refute it. I am not willing 
to say that you would be successful in court in advocating that argu- 
ment. 

Mr. Navucutron. Mr. Chairman, so that the record is clear on this 
point, and in fairness to the Dried Milk Products Co-op, I want 
to say that I do not have any evidence that they sold this milk to 
the CCC and repurchased it. It could have happened, but we 
have no evidence either way on that. With reference to the Borden 
Co. we do have definite evidence that the milk was purchased from 
the CCC. 

Mr. Micuen. Mr. Chairman, further on that point, have you pur- 
chased any other dried milk solids of any other name brand ¢ 

Did you ever call for any other brand name other than Starlac 
in those overseas areas? 

Mr. Brecker. That would come under the purchase notice agree- 
ment section, and I personally do not have knowledge that there are 
other supply bulletins. I presume that it would be, but I cannot say 
there is or is not. 
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Mr. Micuer. To follow up on this, and inasmuch as one concern 
has been singled out—the Borden Co. and Starlac—has there been 
any investigation of any of the other companies producing probably 
articles in competition who might be subject to criticism on the same 
terms? 

Mr. Becker. I would say that as soon as this area has been pointed 
up to us, we most definitely will pursue this subject further, and in- 
vestigate all of our supply bulletins. 

Mr. Founrary. Do your procurement contracts contain any au- 
thority—you referred to them a while ago in your discussion with 
Mr. Naughton—for obtaining refunds or recoveries under such cir- 
cumstances as we have been discussing ? 

Mr. O'Hara. With the exception of that clause which I previously 
mentioned, we have no other clause in our domestic procurements. 

On our milk contracts for offshore supplies of milk that is a dif- 
ferent situation. 

Mr. Fountarn. I hope the information which we have assembled 
and given to you will be helpful to you in your future planning. 

Mr. Navucuron. I might say that if there is any other information 
we have which would be of any assistance to you, we certainly will be 
delighted to give it to you. 

General MacLaucuiin. We appreciate this assistance in this area of 
ete 

Mr. Naveuton. Going on further, the third commodity is rice. 
MSSA Tas under consideration a request from a west coast rice vendor 
for proof of export on a procurement involving 4,499 100-pound bags 
of rice to be exported to Japan, and there is a similar request from an- 
other west coast firm in regard which is pending. 

Do you have any details on that situation ? 

Mr. McCotium. I have some information, and I hope as much as 
you want, on those two particular contracts: 

The first one you mentioned is: with the Tabco Rice Milling Co., 
Inc., in San Francisco. The contract was made on May 26, 1! 58, for 
two equal deliveries, 1 month apart, for a total quantity of 899,800 
pounds of milled rice at 0.0622 per pound, f.o.b., Stockton, Calif. 

That rice was purchased on Oakland’s contract 20800-58. It was 
bought for indigenous feeding of foreign nationals in Korea. 

The second contract you mentioned was with Carter Wells, Asso- 
ciated, also in San Francisco. The contract was made on the 28th 
of July, also for two monthly deliveries, or two deliveries, 1 month 
apart, for a total of 1,175,400 pounds, purchased at 0.0582, f.o.b. the 
Oakland Army Terminal. 

That was bought in Oakland’s contract 1678-59. It was also for 
indigenous feeding in Korea. 

Mr. Naueuton. Do you know if this rice was purchased from CCC 
by the suppliers concerned ? 

Mr. McCotitum. We have no knowledge that it was. The first we 
were aware of it was the request for a “certificate. 

Mr. Fountarn. Do you have any information on it, Mr. Naughton? 

Mr. Naventon. Not on this particular contract, but I have in- 
formation on some other rice contracts. I might say in this case 
the information as to the purchase by the quartermaster is taken again 
from the published figures and the information as to CCC sales, 
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and is taken from CCC figures. Although the companies concerned 
are not the same, the time periods are approximately the same. We 
do not necessarily know that it is the same rice. It will take further 
investigation to determine that. 

Mr. Micuet. Mr. Chairman, that was the question I was going to 
ask. Are we certain this is identical in kind or likeness, or has the 
identity been preserved? I think that would make some difference. 
If a company or corporation or a business concern is making massive 
purchases other than from CCC on the market and when it is all 
massed together eventually some of it falls into their hands, I think 
there is a difference. 

Mr. Navueuron. In the Borden case it is the identical commodity. 
I think we have some others where we have pretty well tied it down to 
the identical commodity. In most of these commodities the CCC 
export price is substantially below the United States domestic price— 
perhaps around 40 percent. So, it would not be feasible at all for 
anyone to buy these commodities on the domestic market for export, 
while it is conceivable a supplier might have paid the export price 
to CCC and then resold it to the Army for export if he could get a 
40 percent differential and there was nothing to prevent it. 

On August 28, 1957, the Oakland Market Center bought 7,383 
100-pound bags of milled rice, grade 5, or better, at.a price of $56,110 
in export packaging. This price figures out to approximately $7.20 
a hundredweight. This was purehased from C. F. Grosjean, and 
information from CCC is that Grosjean bought 24,823 100-pound 
bags from the Portland office on September 12, 1957, for about $4.50 
per hundredweight. 

I will have to check that since it could be that this was rough rice. 

On parboiled rice, the quartermaster purchased 1,850,000 pounds 
at a price of $211,135 from the Converted Rice Co., Inc., and the price 
paid was approximately $11.40 a hundredweight. 

The Dallas Commodity Office sold substantial quantities of par- 
boiled rice for export during early 1958 at between $6 and $7 a hun- 
dredweight, and I believe that some of those sales were to the Con- 
verted Rice Co. 

Let me say that the regulations of the CCC, to my knowledge, and 
the type of proof of export that they will accept makes it possible 
in many instances to ship not the identical commodity that was pur- 
chased from CCC but a substitute commodity of the same kind. There 
is a good bit of flexibility, in that when someone purchases at the 
export price from CCC he actually can use the commodity for any 
purpose he wants. He incurs an obligation to furnish to CCC within 
the specified period proof acceptable to CCC that an equivalent quan- 
tity of that commodity has been exported from the United States. 
Apparently the Commodity Credit Corporation, in at least some in- 
stances, has been accepting as proof of export a certificate from the 
port transportation officer that the armed services have shipped that 
commodity overseas for their own use. 
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Mr. Founrarn. Where did you get that information ? 

Mr. Navauton. That is based upon my general knowledge of CCC 
operations and letters from CCC giving specific information. 

Incidentally, with respect to the purchase of export commodities, 
what is the policy at present of the Defense Department with regard 
to furnishing proof of export ? 

Mr. O’Hara, The Quartermaster Corps and the Military Subsist- 
ence Supply Agency are not furnishing proof of export when we have 
reason to believe that the purpose for which it is bame sought is to 
obtain a CCC subsidy or to establish a CCC subsidy. 

In other areas for transportation savings, et cetera, we give the in- 
formation they need to establish the fact that it is for an overseas 
shipment. 

Mr. Navcurton, In the past year, however, there have been instances 
where the transportation officers have given certain concerns proof of 
export or at least documents which would indicate proof of export. 

fr. O'Hara. That is correct. We, as I say, were unaware of the 
subsidy aspect. The refusal of proof of exportation is an interim 
measure now, and I think our coordination with the Department of 
Agriculture may clarify this whole problem and close up this area. 

Mr. Navucuton. Has there been an instance in which the Defense 
Department refused to furnish proof of export to a contractor, and 
the CCC then approached the Defense Department and asked for that 
proof of export? 

Mr. O’Hara. There has been one instance, to my knowledge. 

Mr. Naveuton. Will you describe that? 

Mr. O’Hara. That pertains to the instance you have set fortl in- 
volving the Borden Co. case when the policy was established in Army 
to refuse to give proof of exportation when it would be used as the 
basis for subsidies and we felt we had not received the subsidy bene- 
fit in the price paid by us. The Military Subsistence Supply Agency 
wrote to the Borden Co. explaining the refusal to give them the re- 
quested proof of exportation. Several months subsequently we re- 
ceived a request from the Department of Agriculture asking had the 
commodities in fact been exported. To date no answer has been 
given. I have it on my desk right now. 

Mr. Naventon. Rather than proceed further with these technical 
details, we might put this material into the record. 

Mr. Founrarn. Without objection, so ordered. 

U.S. DEPARTMENT OF AGRICULTURE 
CoMMopITY STABILIZING SERVICE, 
Cincinnati, August 19, 1958. 
NEw ORLEANS MS MarKeET CENTER, 


4400 Dauphine Street, 
New Orleans, La. 


(Attention: Ernest W. Hiere, First Lieutenant, QMC, contracting officer.) 


GENTLEMEN : Reference your letters of November 21, 1957, to the Borden Food 
Products Co., 350 Madison Avenue, New York, N.Y., concerning milk, dry non- 
fat, 16-ounce packages, Starlac brand for delivery to New Orleans Army Ter- 
minal, New Orleans, La. 
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The Borden Food Products Co. has. furnished us a copy of your order for 
subsistence, QMC Form 300, and letter of November 21, 1957, as proof of, ex- 
portation of milk they purchased under our contract No. LD—DS—2386. 

Please furnish us the country of destination of milk delivered under your: 
Order No.: Requisition No. 

No. 11951-58 OSANO-BADE-AE 96/1-0. 
No. 16785-—57 OSANO-NOMI-BB 98/1-P. 
No. OSANO-ALOL-BS66/1-P. 
No. 10938-58 OSANO-BARN-WC 60/P. 
No. 11414-58 OSANO-BARN-WC-65/P. 
Very truly yours, 
HARLEY FE. BANKs, 
Director. 
By R. T. MAHONEY, 
Acting Chief, Commodity Operations Division, 

Mr. O’Hara. Concerning these Borden purchases I would point 
out they are brand-name purchases and on the purchase notice agree 
ments the “Repurchase of former Government surplus” clause to 
which you and I referred is not in those contracts. 

Mr. Navueuron. What are the approximate prices at which the 
Quartermaster Corps procures cheese and cheese products for domestic 
and export use ? 

Mr. Becker. Domestic cheddar cheese is purchased from the trade 
from 37 to 40 cents, depending upon transportation costs, et cetera. 

Mr. Navenron. The CCC export price for cheese is in the neigh- 
borhood of 22 to 24 cents, is it not ? 

Mr. Becker. Twenty-two cents, as published in the USDA bulletin. 

Mr. Navueuron. I also have information that on September 28, 
1956, the Army bought 384,000 pounds of white dry beans for 
$30,887 from Klein Bros. and I have a notation here—this does not 
necessarily indicate they were the same beans—that Klein Bros. 
bought 6,000 hundredweight of U.S. No. 1 Great Northern beans from 
Portland commodity office on August 22, approximately a month 
previously, for export at $6.55 per hundredweight. The Army price 
figured out to about $8.04 or $1.50 more. 

Mr. Micuex. Would there be a difference in packing for overseas! 

Mr. McCotuium. Yes, sir; the purchases for overseas would have 
been in special packages, 50-pound multiwall, export, waterproof bags, 
where the CCC stocks would probably have been in 100-pound burlap 
bags. 

Mr. Micuet. The cost would have been roughly what ? 

Mr. McCotium. Cost would be approximately 35 cents a hundred- 
weight extra. 

Mr. Founrarn. Any other questions in connection with the subject 
matter we have been discussing ? 

Mr. Naventon. Off the record. 

( Discussion off the record.) 

Mr. Navueuton. I notice you have 32 million pounds of butter indi- 
cated as being procured from commercial sources for overseas use. 
What was the price paid for that ? 

Mr. Becker. The approximate price would be, based on the sup- 
port price, in the neighborhood of 60 cents. 

Mr. Naueuron. And the CCC export price is 39 cents. 

Mr. Brecker. Correct. 
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Mr. Naveuton. Do you know whether any of the firms from which 
you bought butter for export claimed CCC export subsidies? 

Mr. Becker. I do not know of any such situation. 

Mr. Naueurton. Do you know they did not? 

Mr. Becker. That they did not—— 

Mr. Navucuron. Either buy butter from CCC or obtain a CCC ex- 
port subsidy on the butter they furnished for export. 

Mr. Becker. I cannot say specifically but it would be my assump- 
tion, based upon our requirements of inspection and compliance with 
specifications of the contract, they would not have gotten it from CCC. 

Mr. Navenuton. As I understand it; CCC regulations would allow a 
contractor to substitute butter for the butter he purchased from CCC. 

Mr. Becker. I cannot go further than that. 

Mr. Fountarn. Can anyone else throw light on that question ? 

Mr. O’Hara. We do not know whether or not any subsidies were ob- 
tained on sales to us for overseas. 

Mr. Fountarn. You would not normally know it unless you got 
the information from CCC. 

Mr. O’Hara. That is right. 

Mr. Navecuron. Did you try to get the 32 million pounds of butter 
from CCC ? 

Mr. O’Hara. The butter program is a unique setup. I think Mr. 
Becker can give you a rundown on that. We have a special agreement 
with the Commodity Credit Corporation concerning the purchase of 
butter for the Defense Department requirements. It is spelled out in 
detail and there is a special statute, Public Law 690, on that subject. 

Mr. Fountarn. You might give us the substance of that law for the 
record. 

Mr. Becker. This is the most recent one, I cannot tell the exact 
date. I will read it. 

Section 201(c) of the Agricultural Act of 1949 (Public Law 439, 8ist Cong.), 
as amended by Public Law 690, 83d Congress, requires the support of prices to 
producers for milk and butterfat and provides that “Such price support shall be 
provided through loans on, or purchases of, milk and the products of milk and 
butterfat * * *.” 

Section 202 of the Agricultural Act of 1949, added by Public Law 690 (83d 
Cong.), extended by Public Law 465 (84th Cong.), and extended and amended 
by Public Law 835 (85th Cong.), provides, in part: 

“Sec. 202. As a means of increasing the utilization of dairy products, (in- 
cluding for purposes of this section, milk) upon the certification by the Admin- 
istrator of Veterans’ Affairs or by the Secretary of the Army, acting for the 
military departments under the Department of Defense’s single service purchase 
assignment for subsistence, or their duly authorized representatives that the 
usual quantities of dairy products have been purchases in the normal channels 
of trade.” 

This law as implemented by the agreement with CCC requires that 
we purchase in commercial channels of trade our normal butter re- 
quirements. 

Subsequent to that there is available to the military the additional 
butter which we can use above normal on a donated basis. 

Mr. Naventon. I understand CCC pays you a subsidy on products 
obtained directly from commercial channels, is that right ? 

Mr. Brecker. No, the subsidy is in fresh milk which will be ex- 
plained by someone else. 

Mr. Fountarn. That law suited you, did it not, Mr. Reuss? 
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Mr. Reuss. Yes. 

Mr. Naveuton. In order to qualify for CCC products, according 
to the law, you have to continue to first procure your normal utiliza- 
tion of butter from market channels. Did you find after the law was 
passed that you greatly increased your consumption of dairy products, 
both in the United States and overseas ? 

Mr. O’Hara. Yes. 

Mr. Navueuton. Would there be anything to prevent you from mak- 
ing certain to the extent possible, that butter procured from commer- 
cial channels was used in the United States and that overseas require- 
ments were obtained from CCC? 

Mr. O’Hara. That is how we work it. We buy most normal over- 
seas requirements directly from Commodity Credit at their export 

rice. 
“ Mr. Naveuton. Maybe I misunderstand the figures which indicate 
that 32,906,000 pounds of butter were procured from commercial 
sources for overseas shipment. 

Mr. O’Hara. Mr. Becker can throw some light on those overseas 
purchases from commercial sources. 

Mr. Becker. Purchases from CCC for overseas use are used in 
certain areas overseas. There are other areas overseas which do not 
receive the CCC surplus stocks. That requirement is purchased in 
CONUS. 

Mr. Fountatn. What are those areas ? 

Mr. Becker. Generally Europe and the Far East receive CCC 
stocks. Other areas overseas get. the products purchased in CONUS 
in order that they can be eligible for this donating. 

Mr. Fountain. Off the record. 

(Discussion off the record.) 

Mr. Baxter. I am George A. Baxter, Office of the Quartermaster 
General. 

Prior to the Public Law 690 that we are talking about, and from the 
finish of World War II in Europe, for example, we have had permis- 
sion under the Department of Defense Appropriation Act to buy 
perishable subsistence overseas. At that time butter was very scarce 
in this country, to give you some history. We did permit the overseas 
command, since it was also the policy of the Government, to help out 
those countries in a period of readjustment. We did have contracts 
for butter with Holland and Denmark. 

When Public Law 690 came along it was applied in Europe and the 
Far East because that is where the main concentration of our troops is. 
We have some small commands, like the Caribbean, where there is no 
butter available down there, other than butter that might be imported ; 
or they never were in position to get butter at any cheaper price than 
the butter we could ship from this country. We eliminated these 
small commands when we set up our overall policy under Public Law 
690. 

The overall policy was to take Europe and the Far East and stop 
them from buying any more butter from overseas sources and have 
them requisition all their butter here, to be shipped from the United 


States, which we bought from the Department of Agriculture at the 


export price. 
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This was all for troop feeding and we permitted it to be sold for 
resale. We also permitted the local commands to buy any requirements 
of butter overseas for resale on a brand name basis from local sources 
if they wanted, at probably a higher price. 

Mr. Naueuton. What is this 32 million pounds. Is it butter pro- 
cured from commercial sources in the United States and shipped 
overseas ? 

Mr. Baxter. I am not acquainted with the 32 million. 

Mr. Becker. That is correct. 

Mr. Naveuton. Who were the suppliers that that was procured 
from? The major ones, if you know. 

Mr. Becker. Various butter manufacturing concerns. Wilsey- 
Bennett Co., San Francisco. 

Mr. Naueurton. I do not mean to interrupt but perhaps I can read 
from a list of some of those who buy from 6CC and you can identify 
whether they are large suppliers of the armed services. 

Mr. Micuer. Will this be complete or just selected? In all fairness, 
it should be. If we have a complete record of those that buy from 
CCC, it ought to be matched perfectly against everyone who pur- 
chases; for picking out one or two or three would cast some reflection 
on the individual concerns. 

Mr. Fountarn. I agree, if it may possibly reflect on any company. 
I did not understand it would reflect on any company. 

Mr. Micuet. I draw that inference from the question. 

Mr. Naveuron. I do not think the fact that companies are buying 
from CCC and selling to the armed services necessarily means it is the 
same butter or that they collected an export subsidy. It does suggest 
that an investigation would be in order to determine whether or not 
this has happened. 

Mr. Fountain. We might ask in compliance with Mr. Michel’s sug- 
gestion that they give a list of those from whom they did make pur- 
chases. 

Mr. Naveuton. Would it be much trouble to give a breakdown for 
our record of the butter purchases? 

Mr. O’Hara. We can do it. 

Mr. Navenuton. It does not have to be down to the last pound. 

Mr. O’Hara. List of suppliers of butter on our oversea contracts. 

(The information requested appears in the appendix as a part of 
exhibit G on p. 349.) 

Mr. Navueuton. The 32 million pounds would have been purchased 
at approximately the going domestic price. 

Mr. Becker. That is correct. 

Mr. Naveuton. Which is 16 or 17 cents higher than the going CCC 
export price. 

While we are on the subject of Public Law 690, CCC also pays a 
direct subsidy, does it not, to the Defense Department for increased 
use of milk which does not actually come through CCC but is pro- 
cured directly by the Defense Department from commercial channels / 

Mr. Baxrer. That is correct. 

Mr. Naveuton. Most of this I think would be used in the United 
States except for recombined milk. CCC pays a subsidy for increased 
use of recombined milk, does it not ? 











216 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Baxter. As long as the products come from the United States; 
yes, the components. 

_ Mr. Naveurton. This subsidy does not go to any private source but 
is paid by the Commodity Credit Corporation to the Defense Depart- 
ment and charged to the farm program. 

Mr. Baxter. Right. 

Mr. Navucuton. I have figures on the milk subsidy program for the 
last 3 fiscal years and fiscal 1958 to date, indicating that the total 
amount paid by CCC to the Defense Department is approximately 
$13.5 million. We can put this letter in the record which shows the 
breakdown. 

Mr. Fountarn. Without objection, it will become part of the record. 

(The letter referred to follows :) 

DEPARTMENT OF THE Arr Force, 
Washington, March, 27, 1958. 
Hon. L. H. FountvaIn, 
Chairman, Subcommittee on Intergovernmental Relations, Committee on Govern- 
ment Operations, House of Representatives. 

DEAR Mr. CHAIRMAN: As requested by Mr. Naughton of your staff on March 
25, 1958, the following information is furnished concerning milk subsidy pro- 
gram collections. The amounts represent reimbursements from Commodity 
Credit Corporation for milk consumed by Air Force personnel, over and above 
normal allowances. 


Fiseal year: Collections 
I ai csiesic idan SR ART ated et ae ath eta onal deat access cies nahin cal il Eas $771, 501. 82 

a i Et a aR 2, 049, 739. 90 
TN a si BN a a eg me ee eS 5, 220, 099. 92 
EOS CO Ge eee pee se eb ee ee OL Se 5, 460, 695. 18 

PU ia ea a ad ae kn a eae hs Chi ei ccc dink 13, 502, 036. 77 


If I can be of any further service to you, please do not hesitate to call on me. 
Sincerely yours, 
Joe W. KELLY, 
Major General, United States Air Force, 
Director, Legislative Liaison. 

Mr. Naueuron. Recombined milk technically I think is a product 
composed of nonfat dry milk and anhydrous milk fat which are the 
same constituents as are in fresh milk. 

There is another commodity, called filled milk, composed of nonfat 
dry milk with vegetable fat instead of milk fat. 

Has the Defense Department, to your knowledge, collected any sub- 
sidy from Commodity Credit Corporation on excess use of filled 
milk? 

Mr. Baxter. No, we would say no on that. 

Mr. Navueuron. Are you sure you have not? 

Mr. Baxter. That is right. 

Mr. Naueuton. Getting to the subject of recombined milk con- 
tracts 

Mr. O’Hara. You will need a shift in witnesses here. 

Mr. Fountain. Whoever feels most competent to answer the ques- 
tions may do so. 

Mr. O’Hara. These gentlemen have no interest in that area at all. 

Mr. Founrarn. If that is true, there is no need to hold these gen- 
tlemen. They have something else they can be doing. 

Mr. O’Hara. Would you prefer Navy and Air Force representa- 
tives to sit here? 
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Mr. Navcuron. They could all come up. It will not take long: 

Mr. Fountain. The various witnesses who are familiar with this 
subject can supply us with the information. 

I notice with us today Mr. Don Anderson from the Dairy Division 
of the Department of Agriculture: We are glad to have you with us, 
Mr. Anderson, and we are glad to see you looking so well. I under- 
stand you have been ill. 

Mr. Anperson. You have no responsibility for my illness, I would 
like to say. 

Mr. Founrarn. Just before goimg into this recombined milk discus- 
sion, would you or someone with you care to comment on anything 
which has transpired this morning, either to correct anything that 
has been said or modify or explain ? 

Mr. Anverson. No. There are some things we want to discuss fur- 
ther with the members, but there is only one question I have of one 
of the gentlemen. Everything has been fine. 

Mr. Founrarn. We will send you a copy of the record. We wanted 
to give you an opportunity to make any comment to make the record 
complete. 

Mr. Anperson. We are caught between two forces. Some of our 
very good friends say we should expand export sales to the greatest 
extent possible and in attempting to facilitate export sales programs 
we have gone too far. I do not know. 

Mr. Founrarn. I think we understand your problem. 

Mr. Anperson. I want to add to the Army’s kind words about 
cooperation with us. We think we have had the same fine cooperation 
from them. We appreciate it. 

Mr. Founrarn. Does anyone else have any comment ? 

Mr. Micue.. How about the Navy and Air Force? 

Mr. Fountain. They are here now. 

Will those witnesses who are prepared to answer questions in con- 
nection with the recombined milk situation please identify themselves. 


STATEMENT OF M. I. 0’CONNOR, OFFICE OF QUARTERMASTER GEN- 
ERAL, DEPARTMENT OF THE ARMY; ACCOMPANIED BY CAPT. 
P. L. WEINTRAUB, BUREAU OF SUPPLIES AND ACCOUNTS ; COMDR. 
G. S. YOUNG, NAVAL SUPPLY DEPOT, NORFOLK, VA.; DEPART- 
MENT OF THE NAVY; COL. J. J. TREACY, CHIEF, PROCUREMENT 
AND POLICY DIVISION, OFFICE OF DEPUTY CHIEF OF STAFF, 
MATERIAL, DEPARTMENT OF THE AIR FORCE; AND LT. COL. 
ROBERT F. PIKE, DIRECTOR OF PROCUREMENT PRODUCTION, 
PROCUREMENT POLICY DIVISION, HEADQUARTERS, U.S. AIR 
FORCE 


Mr. O’Connor. Mr. O’Connor, for the Army Far East contracts. 

Colonel Treacy. Col. James J. Treacy, Chief of the Procurement 
Policy Division, Director of Procurement and Production, Headquar- 
ters, United States Air Force, for the Air Force. 

Colonel Prxe. Lt. Col. Robert F. Pike, Procurement Policy Divi- 
sion, Director of Procurement Production, Headquarters, United 
States Air Force. 
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Captain Werntravs. Capt. Paul L. Weintraub, Jr., Assistant Chief 
for Purchasing, Bureau of Supplies and Accounts, for the Navy. 

Commander Youne. Comdr. Gilbert S. Young, Contracting Off- 
cer, Naval Supply Center, Norfolk. 

Mr. Fountain. Thank you, gentlemen. 

Mr. Navueuron. The military services have a number of contracts 
for provision of recombined milk throughout the world. I think 
we already have for our record a background description of what 
recombined milk is. It is composed, as I understand it, of nonfat 
dry milk, anhydrous milk fat, water with a small quantity of salt 
and perhaps vitamins added. It is approximately or perhaps exactly 
the same in its recombined:form as to constituents as fresh whole milk, 
is that right ? 

Colonel Treacy. I would like to add that as far as the Air Force 
is concerned we have contracts which do not have the anhydrous 
fat in them but use the vegetable fat. 

Mr. Naueuron. Filled milk, is it not? 

Colonel Treacy. I do not call it that and I have not heard that 
term until today. We call it recombined milk with the vegetable 
fat or with the anhydrous fat. 

Captain Werntraus. The Navy also uses that milk. 

Mr. Fountain. Where did you get the term “filled milk’? 

Mr. Naveuton. “Filled milk” I believe is a term used in dairy 
States like Iowa and Wisconsin in legislation to regulate sale of 
commodities containing vegetable fat. 

I understand—being from Iowa, I may be called a traitor to my 
class—that vegetable fat is said to be just as nutritious and cheaper. 

Mr. Revss. But not as delicious. 

Mr. Navueuton. Could someone describe the way recombined milk 
is made ? 

Mr. O’Connor. Briefly, they take a top quality whole milk and 
separate the solids and fats feens the water. Then the fats when 
they get to the fat point they carry that processing through beyond 
the stage which is normally required for butter, butter being approxi- 
mately 80 percent fat, the balance solids and moisture. They carry 
it to the point where it becomes approximately 98.8 percent fat, the 
balance being a little moisture and a little solids. At that stage it 
is called anhydrous fat. 

Then the solids are shipped in one container and the fat in another 
and it is put together at destination. When you want to turn out a 
day’s supply you put it through a regular homogenizing process, 
regular dairy operation, and you add water, after the water is treated 
to take out any chlorine, and add a little salt and it is brought toa 
certain temperature, homogenized, and you have substantially the 
same type of milk that you buy here that is made in the dairy from 
fresh whole milk. 

Mr. Naventron. About. how much approximately do the armed 
services spend for recombined milk annually ? 

Colonel Treacy. Should we take in Air Force, Army, and Navy? 

Mr. Founratn. Unless somebody has the total, that might be a 
good way to approach it. Proceed. 

Colonel Treacy. As far as the Air Force is concerned, the total an- 
nual expenditure is approximately $3.9 million. 
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Mr. O’Hara. The Army’s annual expenditure is approximately 
$12 million. 

Captain Werntravus. Navy’s annual expenditure is approximately 
$1 million. 

Mr. Naucuron. The grand total is about $15 million ? 

Colonel Treacy. Yes. 

Mr. Naucuton. How many different firms are involved in this 
$15 million annually of contracts ? 

Colonel Treacy. As far as the Air Force is concerned, there are 
four different firms with which we have contracts at the present time. 
Do you want the names? 

Mr. Navueuton. Yes. 

Colonel Treacy. United Dairy Equipment Co. of West Chester, Pa. 
The International Dairy Engineering Co. of San Francisco, Calif., 
the Sterovita, S.A., Casablanca, Morocco, where they have their 
plant but I believe their main office is in Holland, and the Usine 
eee S.A., Casablanca. 

I believe, but I am not certain, that is also a firm that has its main 
offices in Holland. 

Mr. Naventon. Do you have a figure as to the total number of 
contracts and locations among these four firms ? 

Colonel Treacy. Yes, I do. As far as United Dairy Equipment Co. 
is concerned, there are four contracts which supply approximately 11 
areas. In this particular company there is a plant at each particular 
base although a contract may cover more than that one location. 

As far as the International Dairy Engineering Co. is concerned, 
they have two contracts. Sterovita has three contracts and Usine 
Pengouin has one contract. 

Mr. Navawron. Are the Sterovita and the Pengouin contracts at 
North Africa? 

Colonel Treacy. Yes, they are. 

Mr. Navatron. Do you happen to know if they procure their sup- 
plies from Foremost Corp. ? 

Colonel Treacy. I don’t know. I have inquired and asked to get 
that information, but I don’t know. 

Mr. Navcuron. International Dairy Engineering is an affiliate or 
subsidiary of Foremost Corp. ? 

Colonel Treacy. It is. 

Mr. Naveuton. The Golden State Co. of San Francisco is also a 
member of that combine or group of companies? 

Colonel Treacy. I understand that is so. 

Mr. Naveuton. You have two contracts with International Dairy? 

Colonel Treacy. Yes, sir. 

Mr. Naucuton. Where are they located ? 

Colonel Treacy. Turkey and Greece. 

Mr. Naveuron. You have four contracts with United Dairy Equip- 
ment and those are in the Atlantic area, are they not? 

Colonel Treacy. There are four contracts, but they are not all in the 
Atlantic area. There is one contract that covers approximately five 
bases in the northeast: Labrador, Greenland, and Newfoundland. 

Mr. Naucuron. I was speaking of that as the Atlantic area. 

Colonel Treacy. There is one in Spain, one in Bermuda, one in 
Iceland. 
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Mr. Naueuton. Do you happen to know if the United Dairy Equip- 
ment procures its nonfat dry milk and butterfat, or at least part of it, 
from Abbott Dairy Co. in Philadelphia ? 

Colonel Treacy. The United Dairy Equipment Co. is a company 
that supplies us with the milk made with vegetable fat. 

Mr. Naueuton. Do you know where they get their supplies? 

Colonel Treacy. Yes. As far as the vegetable fat is concerned, I 
don’t know where they procure it, but they do procure their solids 
from Abbott Dairy of Philadelphia. 

Mr. Navueuton. Do you know whether there is any connection be- 
tween the Abbott Dairy Co. and the Foremost-Golden State-Interna- 
tional Dairy group ? 

Colonel Treacy. I don’t know. 

Mr. Naveuron. What about the Army contracts? Where are they 
located ? 

Mr. O’Connor. Sir, the Army has executed contracts for Japan, 
Okinawa, Guam, Korea, with International Dairy Supply Co. The 
Guam contract was transferred subsequently to the Air Force for 
administration. We have had two contracts in Alaska. One with 
Matanuska Valley Farmers Co-op Association in 1950 and another 
with the same company in 1954, and in Hawaii we have had recom- 
bined contracts with Dairymen’s Association, Ltd., of Hawaii, and 
Foremost Dairies of Hawaii, Ltd. 

Mr. Navucuton. Is the International Dairy Supply Co. affiliated 
or connected with International Dairy Engineering or Golden State? 

Mr. O’Connor. I checked on that not too long ago in Moody’s, and 
Moody’s shows that Foremost acquired International—I have it here. 
Moody’s shows that Golden State Co., Ltd., was merged with Fore- 
most on February 26, 1954. Foremost had acquired International 
Dairy Supply and International Dairy Engineering in 1951. That 
is from the latest edition of Moody’s that we have. 

Mr. Naueuton. Who are the Navy contracts with ? 

Captain Wernrravus. We have a contract in Hawaii with Dairy- 
men’s Association, Ltd., Honolulu, and one with Foremost Dairies, 
Hawaii. 

We have a contract in Rota, Spain, with Foremet International, 
Ltd., of Battery Street, San Francisco. 

We have let two contracts in Taipei, Taiwan, with Foremost Dairies, 
Ltd., Taipei, Taiwan. 

Mr. Naveuton. Do you know if the Foremet company in Spain and 
the Dairymen’s Association in Hawaii are connected or affiliated with 
the Foremost group ? 

Captain Werntravs. Ido not know. Wedonot know. 

We have contracts in Argentia, Newfoundland, with the United 
Dairy Equipment Co., West Chester, Pa. We may have another one 
in Port Lyautey, Morocco, but we haven’t got a reply from them and 
can’t tell at this time. 

Mr. Naventon. You also have one in Subic Bay ? 

Captain Werntravs. No. 

Mr. Navucuton. Perhaps it wasn’t a Navy contract but I think we 
have some information indicating that there was a contract in Subic 
Bay with the Army and Air Force exchange service. 

Captain Wernrravs. You are correct. 
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Mr. Navcuron. What are the range of _— that are paid per 
uart of regular milk, maximum and minimum 
7 Dietain Wmurmane: This is speaking for the Navy now. The 
range of prices has been between 16.44 cents per quart in Hawaii in 
1954, to 22.9 cents per quart in Rota in 1958. 

Mr. Navauton. Are there any major differences for the other serv- 
ices as to the range of prices? 

Mr. O’Connor. I prefer to give you the prices. I am not feeling 
yery good today and I would rather read these to you, sir. 

apan, our price range is from 0.159958 to 0.17643; Okinawa, 
0.16912 to 0.17565. The starting price on the Guam contract was 
0.19088. I don’t know what changes have been made since it was trans- 
ferred to the Air Force. The prices on these contracts that I men- 
tioned here, our major contracts, I would like to state, are subject to a 
quarterly change in price, which is related to the change in market 
over the preceding 3 months of the major ingredients and the 

ckaging. ; 

The Korean price was 0.17295. In Alaska the prices have ranged 
from 0.2085 in 1955 to a current price of 19 cents. : 

In Hawaii, from the two different companies, the price range in 
1958 is from 0.198 to 0.209. 

Mr. Naveuton. What are the Air Force price ranges? 

Colonel Treacy. I do not have the prices on the milk from the date 
of the first contract to the present time, but I do have the range of the 
current prices. 

Mr. Navucuton. All right. 

Colonel Treacy. I can state as a general rule, in the northeast area, 
covering Iceland and Newfoundland and Laborador, as well as in 
Europe, over the long term the prices have continually decreased. As 
far as Africa is concerned, I don’t know. The present prices range 
from 0.164 cents in the northeast to 0.256 in Casablanca. 

Mr. Naveuton. We have a number of different prices being paid 
by the various services and the various bases. Has there been any 
eentral coordination of these prices to determine whether they are 
approximately equivalent, except for differences caused by geographi- 
eal factors or unusual local expenses or are they entered into inde- 
pendently by the local commanders? 

Colonel Treacy. As far as the Air Force is concerned, the contracts 
are entered into under the jurisdiction of the local commanders, but 
they are reviewed and approved in accordance with our procedures 
at the higher headquarters, so they do have the opportunity to com- 
pare the price within the major commands, and they have done 
that, but as far as comparison of price between the major commands, 
there has been no comparison, but with one exception: 

Audit reports from our auditors have been circulated between 
Strategic Air Command and MATS. That covers most of the con- 
tracts. It did not cover the ones in Africa, because the administration 
of the contracts has just been transferred, as of the first of July, 
from the jurisdiction of the Southern Air Materiel Command, Africa, 
to SAC. From now on they will be able to get the benefit of the 
tudit reports. 

Mr. Naveuron. I am not speaking just to the Air Force, but in 
general, how were the prices to be paid arrived at? Was it by com- 
petitive bidding or by negotiation ? 
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Colonel Treacy. In the Air Force, it ranged from the sole 
source procurement in Iceland to competitive negotiation. The only 
information that I have in regard to sole source is Iceland at the 
moment. We are gathering information but the information that ] 
have gathered between the time that we sent our response to your 
letter and the present time is that there has been competitive negotia- 
tion with the audit reports being available to the contracting officer, 
plus, in some instances, the knowledge of the fact that COC pur: 
chases were involved. 

Mr. Navuewron. Do you consider the prices that you have reason. | 
able? : 

Colonel Treacy. Yes, I do. I have some question about the prices | 
in north Africa. The command assures me in general terms that they | 
have been closely priced. We are going to look into that. | 

Mr. Micuet. Is it just coincidence in the recitation of some of these | 
price variations that in the colder climates the price is lower than in | 
the real warm areas? Is there a factor of refrigeration involved in | 
the cost ? 
Colonel Treacy. No, sir; there isn’t in regard to the vegetable fat. 


As Mr. O’Connor points out to me, with the exception of the dif. 
ference between the anhydrous fat which needs to be refrigerated and 
the vegetable oil which does not need to be refrigerated. 

Mr. Micuet. Is that, incidentally, a consideration for your using | 
vegetable fat? . | 

Colonel Treacy. I don’t know. Justa minute. I will ask. 

It is, I am told. | 

Mr. Navucuton. Now, of course, the major portion of the re-| 
combined product is made up of water, which does not cost too much, | 
but aside from that, there is very little else except the nonfat dry 
milk and either vegetable or butterfat. 

As a general rule, what percentage of the cost of recombined milk 
would be composed of the two major ingredients and what per- 
centage would be composed of other factors, such as labor necessary to 
mix it and such other costs as might be incurred ? 

Mr. O’Connor. I can give it to you for the contracts that were 
executed for Japan, Okinawa, and Guam: The ingredient price, the 
starting price at the time of this 1954 contract, the ingredient cost 
for the milk fat was $0.072941 per pound. For the nonfat milk solids, 
$0.042807, or a total ingredient cost of $0.115748. 

Mr. Naucutron. What was the total cost on that contract ? 

Mr. O’Connor. The total average price—we have a slightly dif- 
ferent price in each contract but the average prices comes out to 
$0.174679. I can give you the actual starting price for each of the | 
three contracts. 

Mr. Navenuton. All right, if you would like to. I think this will be 
sufficient for our purpose now. 

Mr. O’Connor. The starting price of the contract for the several 
plants in Japan was $0.17643. For Guam it is around 19 cents. 

Mr. Founrary. I am amazed at your ability to put your finger on 
these figures. 

Mr. O’Connor. I have been living with these for a long time, sir. 
The starting price for Guam was $0.19088, and for Okinawa—the 
starting price for the Okinawa area was $0.18216. There is a slight 
difference in the three areas. 
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Mr. Navauron. Would the cost figure of about 1114 cents for the 
nonfat dry milk and the butterfat be fairly representative of the 
other contracts for the other services ? 

Captain Weinrravs. Fairly so. 

Mr. Naveuron. What is the actual amount in terms of pounds of 
nonfat dry milk that goes into a quart of recombined milk? 

Mr. O’Connor. Of nonfat solids? 

Mr. Naucuron. Yes. 

Colonel Treacy. I believe it is about 814 pounds per hundred- 
weight. 

Mr, O’Connor. The fat is .0325 percent and the solids, I think, 
is 814 percent. 

Mr. Navcuron. Putting this in terms of pounds, I have made some 
calculations from the ingredient figures given out by the Department 
of Agriculture. Perhaps Mr. Anderson can correct me if I am wrong. 
But I come up with a little bit less than two-tenths of a pound of 
nonfat dry milk in a quart of the recombined product and seven- 
one hundredths of a pound, approximately, of butterfat in a 3.25 
percent butterfat product. 

Would that sound about right to you? 

Mr, Anverson. I wouldn’t know. I don’t have those figures in 
mind. 

Mr. O’Connor. Let me check, sir. I think those are the factors 
that we use for the mover every quarter. We use a factor of .07065 
pounds for the fat and a factor of .1905 pounds for the solids. I think 
that is approximately what you said. 

Mr. Naucuron. Yes. 

In many instances, not for all of the contracts but for many of 
them, there is no expense to the contractors for freight beyond the 
borders of the United States. 

Mr. O'Connor. For all of the Army contracts he pays ocean 
freights to destination. 

Mr. Navauton. That is included on those? 

Mr. O’Connor. Yes, sir. 

Mr. Navenron. What about the Greenland contract? Is that an 
Air Force contract? 

Colonel Treacy. Yes. 

Mr. Naveuton. Does the contractor pay the freight or do you take 
the ingredients up there for him ? 

Colonel Treacy. He does not. 

Mr. Naveuton. I believe there may be some variation as to whether 
or not freight is paid, Perhaps we may have that information fur- 
nished for the record. I think it is clear on some contracts freight 
isnot paid. Many of the contracts provide that the service concerned 
will furnish quarters, heat, lights, electricity and water. 

Am I correct on that? That is, at no cost to the contractor. 

Mr. O’Connor. As for the Army, there are certain provisions for, 
or there were certain provisions initially for the furnishing of some 
uarters. I think that that has subsequently been written out and 
the contractor is furnishing his own quarters and his own furnish- 
ings. We did have a provision for furnishing quarters for actual 
employees working on the contract, but not for dependents on a 
reimbursable basis for nonhousekeeping bachelor quarters, one person 
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in a room per month, $13, two persons in a room per month, $8, and 
three or more, $6, and $1 per month for tents. That is the Japan 
contract. 

Mr. Navuenton. Getting back to the ingredient costs, the 1114-cent 
costs of the two basic ingredients i is figured on the basis of domestic 
cost of those or on the basis of the subsidized CCC Air Force price! 

Mr. O’Connor. That is figured on the basis of the domestic non- 
subsidized price. 

Mr. Naventon. Do you happen to know whether the contractors 
involved are getting CCC subsidies? 

Mr. O’Connor. No, sir; I do not. I do know, however, that we do 
have in the three major contracts, Japan, Guam, and Okinawa, that 
we have a specific contract provision that if the contractor, in the 
event—I will read it to you—“In the event any such Government sub- 
sidies, discounts or allowances are available to the contractor, the 
published prices reflecting such Government subsidies, discounts or 
allowances, effective for price revisions under the terms of article II 
shall be used.” 

So they must pass on, if they buy any subsidized product for use in 
these contracts, it must be passed on to us. 

Mr. Fountatn. Do you have any way of knowing whether they 
have been passed on to you? 

Mr. O'Connor. No, sir. These contracts are being administered 
in the Far East, but I doubt that. In fact, we had a letter, I think 
we furnished the committee, did -we not, to the effect, from the con- 
tractor, denying having used any subsidized products ? 

Mr. he ARA. That is right. 

Mr. Navcuton. That was from International Dairy Supply, I be- 
lieve. 

Mr. O’Connor. That is right. That is the company that has the 
three big contracts. 

Mr. Micue. If you will yield, the Army includes freight in their 
contract price; is that right? 

Mr. O’Connor. Yes, sir. 

Mr. Micuer. Have we established that the Air Force does not, or 
was it uniformly or simply not in the Icelandic situation ? 

Colonel Treacy. I am told we furnish the transportation also, in 
seme cases. 

Mr. Micuex. Would that be the difference of that lower price in 
those areas up in the northeast section there, as against Africa, for 
instance ? 

Colonel Treacy. It would have some influence on it but I think 
there are other factors to be considered, such as the undesirable loca- 
tion and the higher salaries that would have to be paid, et cetera, but 
it is a factor. 

Mr. Micnuer. How about Navy on transportation ? 

Captain Werntravs. In one case I am sure of we furnished trans- 
portation. In the other cases I do not know. 

Mr. Micnew. Thank you. 

Mr. Navenron. Taking the poundage figures to make up a quart 
of milk, and applying those to the CCC export cost of the ingredients, 
if it takes a little less than one-fifth of a pound of nonfat dry milk 
to make a quart of recombined milk, since the CCC export price of 
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that is approximately 10 cents per pound, that would figure out to a 
cost of about 2 cents for the dry milk, which is around half of the 
cost that is given. 

It takes seven one-hundredths of a pound of butterfat, and perhaps 
Mr. Anderson can tell us how much the CCC export price would 
be for butterfat, or milk fat. 

Mr. Anverson. No. We do not have any butterfat. All we have to 
sell is butter. 

Mr. Naucuton. You do allow a contractor to process the butter into 
milk fat and export that in lieu of butter; do you not? 

Mr. Anverson. Yes, but I can’t give you what those conversion 
costs are. 

Mr. Navucuton. The price would be about 20 percent more than 
butter, wouldn’t it, plus the conversion cost ? 

Mr. Anperson. Yes. 

Mr. O’Connor. I can supply that on the basis of our audit. The 
98.8 percent anhydrous fat from a cost standpoint is 25 percent above 
the butter price, the cost of butter, plus 12 cents a pound add-on for 
additional processing that is involved in the anhydrous fat, so with 
butter at around 60 cents a pound, that will bring it up to about a 
dollar a pound for anhydrous fat. 

Mr. Navueuton. The CCC export price is 39 cents a pound for 
butter. 

Mr. O’Connor. Of course that is only 80 percent fat. 

Mr. Naueutron. The CCC export prices for both of these is some- 
thing like 40 percent less than the domestic ? 

Mr. O’Connor. They do not have any export price for anhydrous 
fat. 

Mr. Naveuton. However, they will allow a contractor to purchase 
butter, to then process that butter into butterfat or to use the butter 
in the United States and export in lieu of the butter, an equivalent 
quantity of anhydrous milk fat. So that for practical purposes ex- 
porters of anhydrous milk fat may obtain the CCC butter subsidy. 

Mr. O’Connor. I am not familiar with that fact. I don’t know 
that to be a fact. 

There is one other element in the cost, however, and that is that 
our fat price here, the 314 percent fat price, has not only the add-on 
for the further processing, but it has the shipping, the shipping and 
transportation costs, both within the continental United States and 
all the way overseas. 

Mr. Navucuron. Of course where the contracts provide for the serv- 
ices to furnish transportation there would be nothing beyond the port 
of export. 

Mr. O’Connor. But in those prices. I gave you, sir, that definitely 
is laid down abroad by the contractor. 

Mr. Naveuton. So that freight is included in these prices? 

Mr. O’Connor. Yes, sir; freight, insurance, everything else. 

Mr. Navucuton. That would be where the contractor has paid 
freight but if he did not have to pay freight, of course, it wouldn’t be 
included in his costs. 

Mr. O’Connor. No, sir. That is why those prices are somewhat 
higher than yours, because the CCC is not only lower from the stand- 
point of world export price, but also that excludes the freight and 
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the insurance and the carrying charge, your money for carrying that 
inventory 

Mr. Navcuron. The International Dairy Supply Co. has stated 
that it is not obtaining a subsidy on its products. Do you have any 
way of knowing whether it is buying its ingredient costs from its 
affiliated companies, Golden State, Foremost, or International Dairy 
Engineering, which do purchase lar ge quantities of these commodities 
for export from CCC? 

Mr. O’Connor. Would you mind stating that question again ? 

Mr. Naveuton. The International Dairy Supply Co. has indicated 
that is does not take advantage of the CCC subsidy. I am wondering 
if you have any way of knowing whether it procures its supply of 
ingredients through the F oremost, Golden State, or lataanatiell 
Dairy Engineering Companies, w ith which it is affiliated, who do buy 
very substantial quantities of butter and nonfat dry milk from CCC 
for export. 

Mr. O’Connor. No, sir. The only control we have over their in- 
gredients is inspection. We inspect to be sure of the quality. Of 
course, the inspector would not be aware of any transactions such as 
go on between the vendor and the Department of Agriculture. He 
would not be aware of any. 

Mr. Navacuton. Where contracts have been entered into on the basis 
that the armed services would be given the advantage of any subsidies, 
if such subsidies have been claimed, then of course under the contract 
the armed services would be entitled to recover that amount ? 

Mr. oe A man would be in violation of his contract. 

Mr. Naventon. I might say that I have a number of press releases 
from the Department of Agriculture announcing sales of nonfat dry 
milk to Foremost, Golden State, or Dairy Engineering, and the loca- 
tions indicated in many cases are the same locations as those of the re- 
combined milk contracts. 

I have another stack of releases for butter sales to Golden State. 
Aliso included in these releases are very substantial sales of nonfat dry 
milk to the Abbott Dairy Co. which I understand is the supplier of 
nonfat dairy milk for the United Dairy Equipment Co. There is some 

evidence to indicate also that Sterovita is procuring supplies through 
Golden State and Foremost. 

Colonel Treacy. I may have misunderstood you, Mr. Naughton, but 
it is our information—oh, no, it was the veget table oil that you asked 
me about in regard to United. They get that oil from Proctor & 
Gamble. 

Mr. Naventron. What would the cost of vegetable fat be as com- 
‘ pared with milk fat? 

Colonel Treacy. I do not know. It is substantially lower, I believe. 

Mr. Naueuron. Would that be soy bean oil, or cottonseed oil 4 

Colonel Treacy. I think it depends upon the time when they buy it. 
The combinations, I understand, are different at different times, de- 
pending upon the availability in the market. 

Mr. Navanron. It might be one of the types of vegetable oils that 
is also sold at export prices by CCC such as cottonseed oil ? 

Colonel Treacy. I do not know. 

Mr. Naveuron. In your contracts calling for vegetable fat, do you 


find that your prices are lower than for the other services which’ are 
using milk fat? 
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Colonel Treacy. To be very frank about it, I have not compared 
them. 

Mr. Fountain. Are there any other questions ? 

Mr. Micnet. My only question would be as to what precisely does 
that big folder of contracts supposedly of purchases from the CCC 
prove in this solid milk fat combining process ? 

Mr. Fountarn. I do not think it proves anything yet. I think it 
is a part of Mr. Naughton’s detailed analysis in preparation for the 
hearings. 

Mr. Navueurton. I think it indicates that either the subsidized CCC 
commodity is being used for recombining milk up in Greenland or 
else they have found a good customer among the Eskimos. 

Mr. Micnet. The point is that it is being used. It is just a question 
of whether or not it should lay in a warehouse over here or actually 
get consumed. 

Mr. Navucuton. I think the major question at the moment is 
whether the benefit of the export subsidy is being passed on to the 
military services as apparently is provided by some of the military 
contracts. 

Colonel Treacy. I do not have any audit figures on contracts for 
the Northeast, in Labrador, and those other areas, but I am assured 
by the vice president of the United Co. that every subsidy that that 
company has taken advantage of was passed on to us. 

Mr. Navcuton. Have you a breakdown and audit of his costs to be 
sure that they have not simply increased the cost of labor or of over- 
head expenses to make up for the differential in the cost of ingredients? 

Colonel Treacy. I have sent out for a breakdown but we do not 
have it at the moment. 

Mr. Micuent. Could you get your milk from any other source over 
there? Could you get this recombining done by anybody else? 

Colonel Treacy. Well, there are only a few people in this recom- 
bining business. 

Mr. Micuet. So, if you do not get it from them you do not get 
it done; do you? 

Colonel Treacy. Well, we can go out on a request for proposals and 
maybe International or Sterovita would come in, but the people 
who are actually there are able to increase their efficiency year by 
year, according to the records, and decrease the price accordingly. 

Mr. Naucuron. Have you ever figured out how much it would cost 
you to buy the machinery and produce your own milk? 

Colonel Treacy. No, sir; I have not, but I would be opposed to 
doing that, because I think it is a policy of the Department of De- 
fense to stay out of commercial enterprise as much as possible. 

Mr. Naventon. That brings up an interesting question. 

Mr. Micnet. And, by experience, I think it would show you end 
up with a higher cost. 

Colonel Treacy. And there are many other committees of Congress 
who are seeing to it that we do. 

Mr. Naventon. Are you taking the position that you should close 
down your post exchanges? For example, there is one contract at 
Subic Bay in the Philippines with the Army and Air Force, Ex- 
change Service, and their price is 15.5 cents, which I understand is the 
lowest price of all. Information furnished by the General Account- 
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ing Office states that the U.S. Naval Supply Depot, Subic Bay, Philip- 
pines, buys all of its remndenih milk, byproducts, and ice cream 
from Clark Air Force Base under negotiated contract No. N6513124, 
dated July 1, 1958. This recombined milk is processed by this ex. 
change from. ingredients procured from continental U.S. sources, 
The contract price of 15.5 cents per quart of recombined milk is lower 
than those obtainable from local commercial sources. 

Do you have any idea why the exchange service can provide recom- 
bined milk at so much lower price than some of the others as, for 
example, this 26-cent price which was mentioned earlier # 

Colonel Treacy. No, sir; I do not, but there are many different 
factors to be considered, such as the cost of buildings, utilities, et 
cetera, being figured in the price, you know, and we would have to 
look into the individual cases in order to come up with the answer. 

Mr. Micuet. The salary cost is not taken into consideration. 

Mr. Navuauron. I believe it is, since it is my understanding the ex- 
change employees are not paid from appropriated funds. 

Mr. O’Connor. The Government may be paying for the ocean 
freight. 

Mr. Navenrton. It does that for the private contractors in some 
cases. 

Colonel Treacy. On the face of it it does not prove anything un- 
less we ae the individual case, and examine all the facts involved. 

Mr. Naveuton. Apparently there are only two major factors in 
this worldwide trade of recombining milk, the Foremost Co. and 
United Dairy Equipment. There are some reports that perhaps the 
Abbott Co. which provides the ingredients for United Dairy Equip- 
ment may have some relation to Foremost. If there is only really 
one predominant company in this business, and you cannot get com- 
petition, is it the policy of the Defense Department that you should 
go ahead and pay whatever they ask rather than buying the ma- 
chinery and making it yourself, even if you could save 50 percent in 
costs? 

General MacLavucuitn. No; the answer is “No.” When you talk 
about the Defense Department Establishment owning production fa- 
cilities—let me digress a bit: We do not consider post exchanges and 
activities like that in this policy of the Defense Department. It is 
the manufacturing-type, and production-type processes that are more 
economical and more adaptable to the economy, and operations of 
that type to which the policy applies. 

Now, to talk about the other side of the coin, and to answer your 
question. After looking into the merits pro and con, in order to get 
authority to establish a production-type activity we do have to show 
it is cheaper for us to set it up and produce than it is to procure like 
— from commercial sources. 

Mr. Naveuton. I am thinking of conditions like you have in Green- 
land where, perhaps, you might have a security problem. The con- 
tractor you have up there is on the airbase, and you furnish him quar- 
ters and water, you furnish electricity and power and storage space, 
and vou take his ingredients in there for him. So, you are at least 
partly in the business already except you are not getting the profit 
out of it. 
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Colonel Treacy. But there are other factors to be considered also, 
such as training of those personnel. If they were military personnel, 
they would be constantly rotated back and forth and we would have 
a constant complaint about the quality of the milk. Here we have 
a bunch of experts up there who are apparently doing a good job. 

Mr. Naveuron. Do you think aircraft mechanics could be trained 
torun a milk recombining machinery ? 

Colonel Treacy. We are ever to taking on the commercial-type 
operation, and further complicate an already serious problem. 

Mr. Naucuton. Do you happen to know whether the contractor up 
in Greenland and other places hires off-duty personnel to perform 
some of these services ? 

Colonel Treacy. I do not know. 

Mr. Naveuton. Could you look into that for us? 

Colonel Treacy. We would be glad to do so. 

Mr. Merriii. Would you care to hear from me on that? I am vice 
president of the United Dairy Co. 

Mr. Founratn. Yes; we would be glad to, sir. Will you please 
identify yourself? 


STATEMENT OF JAMES E. MERRILL, VICE PRESIDENT, UNITED 
DAIRY EQUIPMENT CO. 


Mr. Merritt. My name is James E. Merrill. I am vice president 
of the United Dairy Equipment Co. 

I would like to say that on the basis that there appears to be little 
competition in this business, the two principal companies apparently 
are the United Dairy Equipment Co. and the International Dairy 
Supply Co. 

here is one basic difference between our two companies: The In- 
ternational Dairy Supply Co. caters to and is in a position to supply 
large quantities of milk at individual spots around the world. They 
cater to that field. The United Dairy Equipment Co. manufactures its 
own equipment and machine called the “mechanical cow.” It is a 
miniature dairy. Those are combined together into one machine which 
is the equivalent of numerous machines that one finds in a dairy. As 
a result of that consolidated machine we are able to consider taking 
a contract at bases and places where no one else will consider it. In 
other words, we would take a contract anywhere in the world and that 
is the way we started out with the Air Force in 1952, because all of 
their bases were small up in the Northeast Air Command and they 
were just beginning to rehabilitate them from having let them run 
down ek Weasi the war, and they needed as little as 300 to 500 gallons of 
milk at one spot. Weare the only concern with our patented mechani- 
cal cow that was interested in making a little, dinkey 300 gallons of 
milk available at any spot. When on a general basis an analysis is 
made of the differences of milk costs by ourselves or International, you 
could not disassociate that from the amount of milk being made in 
the respective spots because anybody who knows the milk business 
knows it is a volume business. You cannot compare prices anywhere 
except in relationship to the amount of milk made at that spot. 

With respect to the point that was just brought up a few minutes 
ago, about the operation of plants of this kind by the Government, 
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there is a booklet called “Dairy Products Procurement by the Armed 
Forces.” It is the product of General Kester, retired general, head 
of the Veterinary Division of the Air Force. In his booklet he says; 

Military ownership or operation of plants producing the product is not prac. 
ticable. In fact, service-operated plants have seldom performed effectively over 
long periods of time. 

General Kester’s opinion is based upon the attempt of the military 
in possibly hundreds fo places in World War II to recombine milk 
itself for its own personnel, and the military made a very poor job 
of it. 

They very often had the wrong ingredients. For example, spray- 
process powder will dissolve quickly and make a practical product 
while roller-process powder will not go into solution. 

In World War ITI the military usually had roller-process powder 
around the world. When they tried to recombine it, it did not recom- 
bine fully, so the milk tasted chalky. Anybody in this room who 
was around the world and drank the milk, the general opinion was 
that it tasted chalky. They just had the wrong kind of pow der. You 

cannot tap a boy on the shoulder this morning and say “you are mak- 
ing the milk today.” You have to process it properly in the proper 
sequence, at the proper temperatures, for the proper length of time, to 
get a milk product that is comparable to American stateside milk, 
which is what we all try to produce. 

Colonel Treacy. Mr. Counsel, if you will recognize me for a min- 
ute, this is the best witness. Let us ask him whether or not he em- 
ploys any military personne] up in Greenland. He is a man who has 
the contract up there. 

Mr. Merrity. We got the contracts in the Northeast Air Command 
in 1952. We were going up to extremely isolated places like Sondre- 
strom in Greenland. In 1953 we went up to Thule, where it goes to 
60° below zero, and I had the job of trying to staff those bases. The 
operations at Thule were a hush-hush proposition in 1952, but it be- 
cams public knowledge in 1953. I found out from North Atlantic 
constructors that in spite of the fact they were offering labor and 
guaranteeing them time and overtime, enough to allow even after 
taxes, that they were making from $200 to $250 a week, they had a 
lot of men who thought that was marvelous money, but when they got 
up at Thule, in 60 to 90 days they had a 25 percent turnover within 
that period of time. 

So, I concluded I would never get enough qualified dairy people to 
go to Thule. I found out that St. John’s, Newfoundland, was a cit 
of 70,000. The Newfoundlanders are accustomed to isolation and cold, 
So I decided to have a general policy of an American manager for 
the plant with all the rest of our people being indigenous labor. 

Over in Spain where we have three contracts at the present time, 
according to the arrangement between General Franco and the State 
Department, we are allowed an American manager, but all other peo- 
ple employed must be Spanish. 

Mr. Founrarn. I for one am not interested in drafting anybody else 
to be used to go into the milk business. 

Mr. Reuss. So you did not employ any servicemen ? 

Mr. Merriuu. No, sir. We had at one time in the Northeast Air 
Command, which of course is a very strategic area, and where the 
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Russians are going to come over if they are going to come, a provision 
in our contract at one time that as a part of our operation we would 
be willing to train military personnel up there and give them a 2- or 
3-week training course in our plants so that on occasion if something 
should happen and the Newfoundlanders should all go home, why they 
could take these men and use them and we would have a crew up there 
that could go ahead and try tocarry on, 

With respect to the amount of milk and the amount of ingredients 
in milk I would say that our company’s formula, unlike Mr. Naugh- 
ton’s breakdown, is 314 percent fat. It is vegetable fat supplied b 
Procter & Gamble. Whereas the normal analysis of stateside milk 
for every 100 pounds of milk is an average of 8.5 pounds of powder, 
we deliberately beefed up our formula to 9.5 pounds per 100 pounds 
in reconstituting our milk. That is our formula. The reason we did 
that was when we first made milk up there everybody was an expert, 
and trying to find fault with it. Some people said it tasted thin. The 
worst criticism we could get was that it was thin, and that it looked as 
if we were not putting the ingredients into it. From my reading on 
the composition of milk, I figured out if we beefed up the powder from 
8.5 pounds to 9.5 pounds, we would have a very typical-tasting milk, 
and we did so. We never heard another complaint after that that 
the milk was thin. 

So we adopted that uniform formula in all the places we operate. 

We have 11 Air Force plants and one plant which we operate for 
the Navy, making a total of 12 plants. At those 12 plants we do 
a gross of about $2 million worth of business a year. That is an 
average of about $180,000 per plant. To earn that $180,000 we have 
to operate 12 different plants scattered all around the world. Now, 
a $2 million business in West Chester, Pa., might be a nice business, 
but to go 12 places around the world to try to take in $180,000 average 
at each spot takes some doing to try to make a profit. 

With respect to the analysis of our costs, 1 personally have ne- 
gotiated all of our contracts from the beginning. I am the one who 
talks to the Procurement Officers everywhere. I found them capable, 
and I have found them always looking after the Government’s 
interests. 

We made a consolidated contract up in the northeast area. When 
you consolidate the business of five or six bases, it begins to be a 
sizable contract to get at one spot even though broken down to $180,000 
average per base. When our contract began to get above $500,000 
aggregate in the Northeast Air Command, beginning 4 years ago, the 
procurement officer requested the General Accounting Office and/or 
the Air Force Auditors to come to our plant at West Chester, Pa. 
and make an independent audit of our cost and operations. They 
have done that for the last 4 years, and those figures have been made 
available to them and are right there on the desk when once a vear 
I go up there to renegotiate our contract. So, we know our costs, and 
the procurement officer, who is sitting right there beside us, has been 
supplied a breakdown by the General Accounting Office. 

Mr. Founrarn. Are there any further comments? 

Mr. Naveuton. Mr. Merrill, the comments of General Kester, I 
believe you said, related to the recombined milk or whatever it was 
called that was being produced during World War IT. It was pretty 
bad. JT tasted it then and I agree with you. ; 
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Since that time there have been quite a number of improvements 
made in the process for recombining milk, including your mechanical 
cow, haven’t there ? 

Mr. Merrity. The mechanical cow is an old product of our com- 
pany, a piece of equipment which we have had for sale around the 
world for the last 20 years. 

Mr. Navuenton. But there have been improvements in the produc- 
tion of nonfat dry milk generally? In other words, there used to be 
a lot of roller-process products made, and CCC used to purchase a 
good quantity of roller-process dry milk. They no longer purchase 
that; do they ? 

Mr. Merri. Oh, yes; roller-process powder is used by the services 
for beefing up the nutrition of gravies and I am sure they use roller- 
process powder in their breads to increase the nutrition, which is 
normal. 

Mr. Naventon. Mr. Anderson, does the CCC presently purchase 
roller-produced dry milk? 

Mr. Anpverson. Yes, sir. 

Mr. Naveuron. Is that in a very substantial quantity ? 

Mr. Anperson. Our purchases are much smaller than they were— 
less than 1 percent of the total this year. The production of roller 
powder is not so high as it used to be. 

Mr. Naveuton. Predominantly, the production is spray process? 

Mr. Anpverson. The higher production; yes, sir. 

Mr. Naventon. It is the great majority of the production now; 
is it not ? 

Mr. Anpverson. It is over 90 percent. 

Mr. Naverton. Mr. Merrill, for the record, have you at all times 
passed on the benefit of any subsidies that were obtained either direct 
or indirectly on the ingredients of your milk to the Defense De- 
partment ? 

Mr. Merrity. Always. 

Mr. Naverron. Where do you obtain your nonfat dry milk? 

Mr. Merrity. We started out first buying from Abbotts as a sole 
source of supply. As our business grew, both in volume at the in- 
dividual bases, and increased number of bases at which we had plants, 
why, Abbott became unable sometimes to give us the quantity that 
we needed fast. So, we began buying from International Dairy En- 
gineering. Our present two resources for powder are both Abbott and 
International Dairy. We buy from both of them at the subsidized 
price which, as I said, is about 11.5 cents a pound. 

Mr. Naveuton. Actually, the CCC price is about 10 cents a pound. 
Do you pay them a premium over the CCC price? 

Mr. Merritt. It is around 11 or 11.5 cents because they have to buy 
it and have to package it in these big, heavy containers in which we 
receive the milk with the polyethylene lining inside. 

Mr. Naventon. Do you recall] whether anyone connected with your 
organization ever indicated to the General Accounting Office, con- 
cerning one of the original contracts that you negotiated, that at 
the time you negotiated it you did not expect to be able to get the 
subsidized price, and the first contract was on the basis of the domes- 
tic price? 
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Mr. Merrity. At the time I obtained the first contracts in 1952, 
there was no subsidized price; in fact, the fact of the availability of 
subsidy on powder became known to me practically accidentally after 
it was generally available. 

Mr. Naucuron. Was that after you had some contracts in effect ? 

Mr. Merritt. Oh, yes. 

Mr. Naucuron. When you found out about the subsidy, did you 
immediately start to take advantage of it ? 

Mr. Merritt. When we got the subsidy, it was incorporated im- 
mediately in the next contract which I negotiated, and I negotiated 
them annually. 

Mr. Navucutron. So, you did get some benefit for the remaining 
period of time of the contract then in effect ? 

Mr. Merritt. No; we did not, because at the overseas bases the 
logistics of overseas supplies is such that it takes normally from 30 
to 60 to 90 ds iys to get powder overseas. 

According to our contracts, the minimum amount of supplies that 
we maintain at a spot is a 90 days’ supply. That is true at bases 
which are open all the year around. 

In regard to Thule, for example, we have to stock Thule in 4 or 
5 weeks of open space up there in the ice. We have to stock Thule 
every August for an entire year, and we have to stock Goose Bay, 
Laborador, and Sondestrom for 10 months at a time. So having 
negotiated the contract here, in this interim none of that powder would 
show up at any one of our open bases for 5 or 6 months, and at Thule 
it would not show for an entire year. So when we negotiated the 
contract, and gave them the subsidy, we undoubtedly converted into 
milk at Thule and Goose Bay and Sondestrom a lot of powder which 
had cost us the higher unsubsidized price. In other words, there is 
that lag overseas. You must realize that we do not get paid until 
we deliver finished milk to the military. In other words, we have 
to buy 1 full year’s supply of powder ‘and fat and we have to buy 
1 full year’s supply of several million containers that we package 
the milk in at Thule because supplies are bought and paid for by us 
and transported up there and not until we take those ingredients and 
convert them into milk and deliver that by the quart, do we bill the 
military each month for what we have put together that particular 
month. So there is an enormous lag between the time we actually 
get any money. 

Mr. Navenron. Is there any direct or indirect relationship other 
than buyer and seller between your company and the Abbott Dairy? 

Mr. Merrity. No. 

Mr. Naveuton. Do you know if they are connected with Foremost? 

Mr. Merrity. I doubt it because a couple of years ago Foremost 
did buy another dairy in Philadelphia. I doubt whether they, hav- 
ing already one dairy in Philadelphia, would have acquired another. 

Mr. Navewton. Ayre these components transported without cost to 
you from the port of embarkation to Greenland ? 

Mr. Merriti. Yes, to all our bases. There is a good reason. In 
Tceland, for example, all military supplies for Keflavik Air Force 
Base, 35 miles from Reykjavik, as T understand it, our agreement with 
the Icelandic Gover iran requires all supplies to be unloaded at Reyk- 
javik, 35 miles away, which means a haul of 35 miles for Icelandic 
irec ‘kers for everything that goes to Keflavik Air Force Base. 
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You will recall that about 2 years ago there was a general strike 
in Iceland. Everything closed up, everything except the supplies to 
Keflavik Air Force Base. Had we as an individual contractor ar- 
ranged for our stevedoring at docks at Reykjavik and had a private 
contract for hauling from Reykjavik to Keflavik there would have 
been no milk produced at Keflavik. 

The same ching is in Spain. Our plant is at Madrid. Our supplies 
are unloaded at Barcelona. It is 450 miles from Barcelona to Madrid. 
Yet over the Spanish railroad, the one-track railroad between Bar- 
celona and Madrid, our supplies sometimes take 3 weeks to get there. 
It would be impossible at these oversea countries, unless your plant 
was right at the port it would be impossible for the private contractor 
to make individual contracts with stevedores ail truckers taking 
them to isolated places away from the port. 

(Mr. Merrill later submitted the following additional statement :) 


STATEMENT OF JAMES EX. MERRILL, VICE PRESIDENT, UNITED DAIRY EQUIPMENT Co. 


We would like to clarify the statement of Mr. Naughton that “Many of the 
contracts provide that the service concerned will furnish quarters, heat, lights, 
electricity, and water.” 

In all United Dairy Equipment Co. contracts, Government-furnished facilities 
related solely to physical plant and utilities requirements. It is obviously 
impossible for a private contractor to erect his own plant at isolated bases in 
foreign countries, especially for production of small, limited quantities of milk. 
The Government furnished the necessary plant production space, equipped with 
light, heat, hot and cold water, steam for pasteurization, and adjacent refriger- 
ation into which to place the finished recombined milk. 

The word “quarters,” used by Mr. Naughton, commonly refers to sleeping 
quarters. It is important to state that the Government never provided quarters 
or subsistence to any United Dairy Equipment Co. employees at any base. 
At isolated bases such as Thule, Sondrestrom, and Narsarssuak, Greenland; 
Goose Bay, Labrador; Keflavik, Iceland, and Kindley Air Force Base, Bermuda, 
all domiciling and subsistence expenses of United Dairy Equipment Co. em- 
ployees were paid for at the going rate paid by other civilian employees at those 
bases. 

We should like to state for information to Mr. Naughton and the committee 
that the original principal reason for the use of vegetable fat by United Dairy 
Equipment Co. was its immunity from taste or flavor deterioration without 
refrigeration, regardless of temperature variations at widely separated bases 
and unusually long storage periods, such as Thule, where an entire yenr’s supply 
of fat must be delivered once a year to that base. The experience of our com- 
pany covers several remarkable instances of the dependability of vegetable fat 
under unusual conditions of temperature and time duration. 

We attach excerpts from an American Medical Association publication and 
from a leading research organization with respect to the identical characteristics 
and interchangeability of vegetable and animal fats. These characteristics 
are, of course, acknowledged today by all nutritional authorities. 

Mr. Naughton may be interested to know three aspects of composition of 
recombined milk. Ife undoubtedly knows that practically every type of dairy 
product purchased by the Government is covered by an official military and/or 
Federal specification. 

Both military and Federal specifications provide that there shall be in recom- 
bined milk a minimum of 3.25 percent fat and 8.25 percent nonfat solids (spray 
process milk powder). 

The analvsis of everyday market milk, as delivered to the American house- 
wife, averages 3.5 percent fat and 8.5 percent nonfat milk solids. As indicated 
in my testimony, the standard formula adopted by the United Dairy Equipment 
Co. for its recombined milk is 3.5 percent fat and 9.5 nonfat solids. This addi- 
tion of 1 extra pound of milk powder to the average 8.5 pounds of milk solids 
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in ordinary market milk effects an 11.7 percent increase in the milk solids 
nutrition of recombined milk as made by the United Dairy Equipment Co. and 
furnished to military and dependent personnel at overseas bases. 

The vegetable fat is the finest product produced by Procter & Gamble; a fat 
normally used almost exclusively by specialty bakeries for toppings and fillings 
of their most expensive pastries. The product furnished the bakeries is called 
Sweetex. However, after using standard Swéetex for a year or so we decided 
that its melting point was higher than is desirable for incorporation into fluid 
milk and, at our request, a special vegetable fat, of the same high quality but 
with a melting point approximately the same as butterfat, was developed by 
Procter & Gamble and, from that time, has been supplied to our company as an 
exclusive fat supplied only to the United Dairy Equipment Co. This special 
fat is designated “Sweeetex B.” 


Excerpts FroM THE BooKkLteETtT—“THE Roe or Fats In NutRITIon” 


The statements pertaining to nutrition and health in this booklet have been 
reviewed and accepted by The Council on Foods and Nutrition of The American 
Medical Association 

ANIMAL AND VEGETABLE FAT 


“Both animal and vegetable fats serve as sources of fat in diet. These fats 
are for the most part similar in composition.” 

“The fat-soluble vitamins associated with the two sources of fat also differ 
somewhat. Both vitamin A and its perevursor carotene may be found in vary- 
ing but significant amounts in animal fats, but only carotene occurs in vegetable 
fats. 

“On the other hand, vitamin E occurs in significant quantities in vegetable 
oils, but not to any large extent in animal fats. This difference in composition 
affords vegetable fats greater resistance to rancidity. 

“With the exception of fish oils, vitamin D is present in negligible amounts in 
animal fats, and not at all in vegetable fats.” 

“The claim that animal fats, especially butter, contain special growth factors 
of possible signification in human nutrition, not found in vegetable fats, has not 
been demonstrated by experimental evidence. Deuel states that corn, cotton- 
seed, olive, peanut, and soybean oils and commercial margarine have been shown 
to be equally as effecitve as animal fat in promoting growth, and supporting 
pregnancy and lactation in animals.” 

“Further, it has been demonstrated through 18 generations of rats that diets 
of skim milk, whole wheat, and vegetable fats are equally as effective as diets 
eontaining whole milk.” 

“Similarly, in feeding experiments conducted with children over a 2-year 
period, no difference in growth and health was noted in children receiving 
butter or margarine fortified with vitamin A. 

“Tt is thus evident from the experiments cited above that animal and vegetable 
fats are interchangeable as a source of calaries. Since the fats are used pri- 
marily to supply caloric needs of the dietary, for all practical purposes differ- 
entiation into animal and vegetable categories is unecessary, despite that fact 
that variations occur in content of fat-soluble vitamins and essential unsaturated 
fatty acids.” 


FACTORS AFFECTING DIGESTION AND ABSORPTION OF FAT 


“All of the common food fats have been shown to be highly digestible and well 
absorbed. Butterfat, lard, vegetable oils (cottonseed, corn, peanut, soybean, 
ete.) and animal and vegetable shortenings have coefficients of digestibility ex- 
ceeding 92 percent.” 
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Research analysis of food values of whole fresh milk and dry skim milk plus 


margarine from consumer reports of Consumers Union—1952 buying guide 
issue 





| 
| 








1 quart fresh whole 3% ounces dry skim | 3}4 ounces dry skim 
milk milk milk plus 1.7 
| ounces margarine 

BU tise abbas esllices GAR ch Eh a adic dice andi mettnccnadesdeniicansd 678. 
— Sekt eiibinatadieqeiba-dieetann 6 STAs - a aes Oe OM kw .stucsene 33 grams. 

at ait cecal adie patel A CEI neck cone nennt IC catickwcwccnnnlt Se BUS. 
etch ieee i ln i ee as oe Ue eta ncsiennieel Me the enum ions 45 grams. 
CR Jock kancckeeenakced saben 1,150 milligrams_--.-..- 1,180 milligrams___..._| 1,180 milligrams. 
BI i daca sic nienecependies sctotineclias 910 milligrams-......_-.. 925 milligrams__......- 935 milligrams. 
EEN Mi cu deta Bhilai ardtenaiiceenene 1,920 Int. units..._.... 128 Int. units_..... ..--| 1,718 Int. units. 
See es sas accel 0.28 milligram__....... 0.34 milligrams___...-- 0.34 milligrams. 
Biever A: ---| 1.68 milligrams_.......} 1.80 milligrams... ._-- 1.80 milligrams. 





DRY WHOLE MILK 


Consumers Union tested various brands of dried whole milk powder which, in 
reconstituted form, has the same fat content as liquid whole milk. 

All brands were considered unsatisfactory, except for emergency use; they did 
not keep well, did not taste good, even in cooked foods, and were as expensive as 
the equivalent liquid milk. 


KEEPING QUALITIES OF WHOLE FRESH MILK 

Consumers Union found that in many communities, milk is delivered every 
second day instead of daily. 

This is adequate, providing the milk is refrigerated properly at all stages. 

Fresh milk which has been properly handled at all stages, and is kept in the 
coldest part of the home refrigerator, will keep several days. 

Mr. Founrarn. I want to apologize for running so long but we were 
hoping to avoid the necessity of calling you back this afternoon. I 
think we have. If we have additional questions we will submit them 
to you and you may supply the information. I want to thank all of you 
representing the services for being here and I want to thank you, sir, 
for your contribution to our record. 

Having said that, the committee stands recessed until 3 o’clock, when 
we will have witnesses from the ICA. 

(Whereupon, at 1:50 p.m., the subcommittee adjourned, subject to 
the call of the chair.) 


AFTERNOON SESSION 


The subcommittee reconvened at 3 p.m. in the George Washing- 
ton Inn, Washington, D.C., Hon. L. H. Fountain (subcommittee 
chairman) presiding. 

Present: Representatives Fountain (presiding), Hoffman, and 
Michel. 

Also present : James R. Naughton, subcommittee counsel. 

Mr. Fountarn. The subcommittee will come to order. Let the rec- 
ord show a quorum is present. 

Gentlemen, our hearing this afternoon is a continuation of previous 
hearings held in July of ‘this year concerning Internationa] Coopera- 
tion Administration financing of the exportation of commodities sold 
or subsidized by the Commodity Credit Corporation. Our purpose 
today is primarily to determine what steps ICA has taken and what 
further steps it plans as a result of information disclosed at our 
earlier hearings. I believe we have representatives of the ICA here 


bead oped 


~~ ew hk ARO © © hy hed 


® 


oY eo 


le 


. £5 So 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 237 


to testify. We also have asked the General Accounting Office per- 
sonnel who have responsibility for auditing ICA transactions to be 
present so that we may obtain their views as to the kind of job pres- 
ently being done to insure that operations of the CCC and ICA are 
being properly coordinated to provide maximum economy and ef- 
ficiency for the taxpayers and as to what improvements, if any, might 
be made. 

I might say that in view of the purpose of this hearing, which is 
primarily to obtain a progress report, I hope and trust we can finish 
in a relatively short period of time. 

We have with us from the ICA Mr. William Fitzgerald, Deputy 
Director for Management; Mr. Marvin A. Bacon, Chief, Procurement 
Analysis Branch of the Office of the Controller ; Mr. John Shute, Chief 
of Financial and Procurement Methods Division; Mr. Alva H. Blagg, 
supervisory business analyst, agriculture and pharmaceuticals, Pro- 
curement Analysis Branch; Mr. Leslie Grant, Office of the General 
Counsel; Mr. Daniel G. Pfoutz, Assistant Chief of the Procurement 
Analysis Branch, Financial and Procurement Methods Division; and 
Mr. Edgar E. Powell, Price Analysis Branch, Financia] and Procure- 
ment Methods Division. 

If you gentlemen would come up and take a seat around the table, 
we will be glad to hear from you. 

The basic question, that we would like to ask is that one or more 
of you describe just what has been done since our last hearing with 
respect to the situations disclosed at that time and what further steps 
are planned. 


STATEMENT OF WILLIAM FITZ GERALD, DEPUTY DIRECTOR FOR 
MANAGEMENT, INTERNATIONAL COOPERATION ADMINISTRA- 
TION; ACCOMPANIED BY MARVIN A. BACON, CHIEF, PROCURE- 
MENT ANALYSIS BRANCH, OFFICE OF THE CONTROLLER; JOHN 
SHUTE, CHIEF, FINANCIAL AND PROCUREMENT METHODS DIVI- 
SION; ALVA H. BLAGG, SUPERVISORY BUSINESS ANALYST, AGRI- 
CULTURE AND PHARMACEUTICALS, PROCUREMENT ANALYSIS 
BRANCH; LESLIE GRANT, OFFICE OF THE GENERAL COUNSEL; 
DANIEL G. PFOUTZ, ASSISTANT CHIEF, PROCUREMENT ANAL- 
YSIS BRANCH, FINANCIAL AND PROCUREMENT METHODS DIVI- 
SION; AND EDGAR E. POWELL, PRICE ANALYSIS BRANCH, FINAN- 
CIAL AND PROCUREMENT METHODS DIVISION 


Mr. FrrzGrratp. Mr. Chairman, we started a study to not only 
address ourselves to the particular problem but also to cover other 
parameters such as the study of ocean freight, the relationships be- 
tween our operation and the Department of Agriculture, its procure- 
ment agencies, its procurement procedures, in an effort to see whether 
we can Improve the efficiency of our own present procurement system. 

That study, I hope, will have some answers or at least some recom- 
mendations forthcoming within about a month from the present time, 
the first of November. By this date we hope to have some substantive 
recommendations for the committee. 
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As regards the organizational problem, we have looked at our staffing 
pattern and people. As you perhaps know, we have been attempting 
to reduce our administrative costs because of the operating deficit in 
the Government this fiscal year. We have anal a letter from the 
Bureau of the Budget requesting that we reduce our staff approxi- 
mately 2 percent. 

I have just finished a review of the operations of all the offices 
in ICA with a view in mind of possibly reducing functions as well 
as personnel. This particular problem comes in our Financial Pro- 
curement Methods Division, which is very badly in need of people. 
We recognize the problem of not only requirements, which are forced 
upon this Division, but also of personnel which are available to meet 
this requirement. 

We believe that we can get more personnel assigned to this problem, 
but we will have to take them from some other job. It is a question 
of balancing out the manpower resources, which we have available to 
us. We recognize that through this particular office, to which Mr. 
Bacon is assigned, we have about $300 million worth of business a year. 
These hundreds of millions of dollars which flow through the Division 
require manpower. 

I would like to bring to the attention of the committee the fact that 
we are very much aware of this problem and we are looking to the 
possible increase of manpower to handle problems of future business 
which go through this section. 

Mr. Fountarn. Are you presently satisfied with the price analysis 
being done on agricultural commodities ? 

Mr. Frrzceratp. Mr. Chairman, I do not think we will ever be sat- 
isfied with this function which requires many more people than we 
can from an administrative standpoint make available and can afford 
to pay at the present time. Our administrative ceilings are very tight. 
We are constantly striving to keep our costs down. We have con- 
tinuous studies being made of our key offices within the ICA with a 
view in mind of reducing costs wherever possible but, at the same time, 
performing the valuable functions which are necessary within the 
agency. 

Mr. Fountain. What percentage of these ICA financed transactions 
are you now examining? 

Mr. Bacon. We have just made a check of our examinations for the 
current fiscal year ending June 30, 1958. The figures show that ex- 
cluding cotton our examinations covered slightly less than $170 mil- 
lion of commodities in the agricultural field. 

Mr. Fountatn. What portion of the total is that ? 

Mr. Bacon. If you assume the total would be about $250 million 
to $300 million, it would be somewhat more than half. We do not have 
expenditure figures by groups of commodities yet reported for this 
fiscal year. 

Mr. Fountain. Have you found any additional situations similar 
to those which were brought to your attention when you were here 
before the committee last ? 

Mr. Bacon. Of what sort? Do you mean additional cases of pos- 
sible overpricing in this field ? 

Mr. Founratn. That is right. 
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Mr. Bacon. I could not say that we have found any new possible 
cases although there are a number of cases which we are develop- 
ing at the present time on the basis of this last year’s analysis. They 
doi not involve agricultural commodities in every case. They are in the 
field covered by ‘the section which includes the section 402 commodities. 

Mr. Navcnron. I think a question was raised at our last hearing 
with respect to possible illegal commissions on the rice transaction. 
I think the amount was $10,000 or $12,000. What have the develop- 
ments been with respect to the agents commission situation with- 
out reference to the overpricing situation ? 

Mr. Bacon. With respect to some $13,000 on the transaction, the 
Leval transaction, it is a group of transactions involving shipments on 
the Thunderbird, 6,900 some odd tons, we have determined that 
$13,000—I would like to check the actual ‘amount here—would appear 
to be ineligible commissions. We have not placed a claim for these 
commissions as yet because we want to be sure there will be no other 
additional claim on this case and that there is no other kind of action 
other than just overpricing. 

Mr. Naucuton. The overpricing situation is under study ? 

Mr. Bacon. Yes. 

Mr. Naventon. It does appear on this transaction the prospects are 
at least fairly good of recovering $13,000. 

Mr. Bacon. We think so. These are commissions. 

Mr. Horrman. They are going to turn in $13,000 to the Govern- 
ment ? 

Mr. Naventon. We hope so. 

Mr. Horrman. How much did it cost us to find that out? 

Mr. Naventon. I would hate to ask. 

Mr. B. ACON. To find out this particular violation—is that a question 
you wanted me to answer? 

Mr. Frrzceratp. You cannot answer as to the net cost of this 
investigation. 

Mr. Bacon. The amount is $13,802.75. 

Mr. Horrman. Somebody overcharged that ? 

Mr. Bacon. Yes. 

Mr. Horrman. For what? 

Mr. Bacon. The overcharge represented commissions which were 
ineligible under our regulations on the financing of rice. 

Mr. Horrman. Rice? 

Mr. Bacon. Rice; shipped to West Africa under the ICA program. 

Mr. Horrman. Can that $13,000 be recovered by the Government 
in your opinion ? 

Mr. Bacon. We think so. 

Mr. Horrman. How much would it cost to get it? 

Mr. Bacon. I could not estimate that, but normally we recover 
on ineligible commissions by writing one or two letters. When the 
suppliers discover they have improperly interpreted the regulation or 
have violated the regulation in this way, we have very little difficulty 
in getting recovery. 

Mr. Horrman. I can understand if someone euchred the Govern- 
ment out of even $10 we should stop the practice. That I can under- 
stand all right. 
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Mr. Fountarn. Many of these people continue to deal with the 
Government, which makes it easier to collect it, does it not? 

Mr. Bacon. Yes. I do not say this is the case here, but in some 
of these it is an honest mistake and misunderstanding of the regula- 
tion. 

Mr. Horrman. If you find, for example, that I overcharged you 
$13,000, got too much commission, do you drop me and go to some- 
body else and buy hereafter? Do you cross me off your list ? 

Mr. Bacon. No; we do not. 

Mr. Horrman. Why not? If I am a crook, you should, should 
you not ? 

Mr. Bacon. I think I would refer to general counsel on this question. 

Mr. Horrman. That is a moral question, not a legal question. 

Mr. Bacon. We have not determined that these people are crooks. 

Mr. Horrman. Just made some mistake. 

Mr. Bacon. Possibly. 

Mr. Horrman. You get your information usually from GAO? 

Mr. Bacon. No; we get the information from our own documenta- 
tion. 

Mr. Horrman. That is to say you made a mistake in paying them 
too much in the beginning, you paid them what they were not entitled 
to, and now you recheck and ask them to pay it back. 

Mr. Bacon. These transactions are financed subject to postaudit. 

Mr. Horrman. You overpaid somebody $13,000. 

Mr. Bacon. Yes. 

Mr. Horrman. Later you discovered it. 

Mr. Bacon. Yes. 

Mr. Horrman. If you had checked right in the first place, you 
would have known it. 

Mr. Bacon. No. 

Mr. Horrman. Why not? How can you discover it later if you can- 
not discover it in the beginning ? 

Mr. Suute. May I explain? 

Mr. Fountarn. Mr. Hoffman was not present at our July hearings. 

Mr. Horrman. I assume it is all right. 

Mr. Suute. We finance normally through a technique called a letter 
of commitment to a bank. We issue a guarantee to a bank that we 
will finance transactions within certain limitations and the bank 
actually makes payment to the supplier. We do not see the documents 
at this point. 

Mr. Horrman. It is the bank’s fault they overpaid ? 

Mr. Suute. No; because the bank is not responsible for inquiring 
into this sort of violation. 

Mr. Horrman. Who fixes the price to pay me in this transaction 
where I got $13,000 too much ? 

Mr. Suute. This is handled by private trade. A private importer 
buying from a privat? seller. Aside from the fact that ICA is financ- 
ing it it is a perfectly normal private commercial transaction. 

Mr. Fountatn. It involves commodities from the Commodity Credit 
Corporation. 

Mr. Horrman. I do not see how I got that $13,000 too much. 

Mr. Suvute. It may have been a misunderstanding of the regulation. 

Mr. Horrman. What was it in this particular case? How did I 
get $13,000 more than I was entitled to? Did I buy or sell? 
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Mr. Suurte. It was the seller in this instance, as I recall it, who 
paid a commission, a sales commission, to someone who should not 
have received a sales commission. 

Mr. Bacon. That is right. 

Mr. Suure. We do not permit commission payments to buyers. 
We say if the seller wants to make an allowance to the buyer he 
should do it in the form of a discount. 

Mr. Horrmayn. Sell it for less. 

Mr. Suvure. Yes. 

Mr. Horrman. Who gets the commission ? 

Mr. Suoure. It was the importer who got it in this instance. 

Mr. Horrman. He was the buyer ? 

Mr. Suvute. Yes. 

Mr. Horrman. They sold it to him too cheap ? 

Mr. Suoute. The net effect was selling it too cheap but they charged 
the full price and in addition allowed him what is called a sales 
commission. 

Mr. Horrman. You mean you bought something from me and who 
got the commission? You did? 

Mr. Suvute. The buyer got it. 

Mr. Horrman. You were the buyer? 

Mr. Suurte. If I were the buyer. 

Mr. Horrman. You were the buyer; I am the seller. 

Mr. Suute. Yes. 

Mr. Horrman. You got $13,000 more than you ought to have. 

Mr. Suute. We believe that is right. 

Mr. Horrman. Did you raise the price? 

Mr. Snore. No. 

Mr. Horrman. Where did that $13,000 come from? You paid me 
$13,000 too much. You are the seller, the boy who got the commission, 
are you not ? 

Mr. Suute. The importer got the commission. 

Mr. Horrman. You are the importer now buying from me. I am 
selling. I am trying to understand it. You got $13,000 too much. 

Mr. Suoure. Yes, we believe that is right. 

Mr. Horrman. That isto say you overcharged me, the seller, $13,000. 

Mr. Suurte. The seller did this knowingly. There is an additional 
fact. 

Mr. Horrman. You mean I knew I was paying $13,000 too much. 

Mr. Suure. The additional factor I believe is the buyer and seller 
are connected. 

Mr. Horrman. Working together. 

Mr. Bacon. Some of the commissions were paid by the seller to his 
affiliate. 

Mr. Horrman. Who is that? 

Mr. Bacon. The company in question, Leval, is also an owner or 
part owner of the purchaser, Dreyfus. , 

Mr. Horrman. You mean the seller is selling to a buyer that he 
owns, selling to himself. 

Mr. Bacon. Yes. 

Mr. Horrman. This is getting complicated, is it not? I do not see 
this thing. 
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Mr. Bacon. Some commissions were paid to the purchaser as an- 
+: part, in a sense another part, of the company representing the 
seller. 

Mr. Horrman. Do you mean to say the seller—a corporation, I sup- 
pose, certainly it would not apply to an individual, he cannot be two 
fellows—the corporation owns part of the buyer? 

Mr. Bacon. Yes. That is right. 

Mr. Fountatn. They finance transactions involving sales of com- 
modities by the Commodity Credit Corporation for oversea shipment, 
and that is how these things arise. 

It may be that for the record, since Mr. Hoffman was not here 
where we had our first hearing, one of you gentlemen might explain 
one of these transactions. 

Mr. Horrman. M ght attempt to explain, please. 

Mr. Fountain. Either you, Mr. Pfoutz, or 

Mr. Horrman. I would not want them to go over it in the record 
for my benefit, unless my colleague or the gentleman from Wisconsin 
is interested. 

Mr. Micuex. I was present at the earlier hearing, but it can be 
very 

Mr. Horrman. Complicated. 

Mr. Micuet. No. It can be explained very simply. 

Mr. Horrman. I cannot see how a seller can own part of the buyer 
and still get an honest transaction. Just skip it. Don’t explain it 
for my benefit. It is costing too much to keep these witnesses here. 

Mr. Firzcrrarp. I think an excellent example of where a seller and 
a buyer have this relationship is the du Pont Company and General 
Motors. Du Pont sells its paint to General Motors, but du Pont 
has a very substantial interest in General Motors. 

Mr. Horrman. Yes, and it should be busted up, should it not ? 

Mr. Firzceratp. That is the classical example. You wanted an ex- 
ample of where one has a piece of the other. 

Mr. Horrman. Any fellow who had stock in several corporations 
would be in the same situation, wouldn’t he? If I had stock in 
General Motors, I would be paying an excessive profit every time I 
buy acar, wouldn’t I? 

Mr. Frrzceratp. Not necessarily. You would be getting a dividend, 
I hope, from General Motors. 

Mr. Horrman. Yes, but I would be paying it myself in the higher 
price on the car. 

Mr. Fountarn. These transactions involve funds which are appro- 
priated in our Mutual Security program. 

Mr. Horrman. I don’t know anything about security. It is not 
mutual as far as I am concerned. 

Mr. Founratn. Foreign aid. 

Mr. Horrman. You do not need to go any further with it for my 
benefit. 

Mr. Fountain. Mr. Bacon, I believe you stated at the other hearing 
that you did not feel you had enough personnel to analyze these trans- 
actions or these documents as they came in following the transactions. 
What personnel do you presently have? The same individuals? 
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Mr. Bacon. We have the same personnel. I think my position at 
that time was that if we were going to cover a larger portion of the 
total transactions, we would need more people. 

Mr. Founrarn. Did you not also express the opinion that you 
thought you ought to cover a larger portion of the transactions ? 

Mr. Bacon. My own personal feeling is that we should, yes. 

Mr. Fountain. Of course, if you did that adequately, one man 
could not do it. 

Mr. Bacon. That is correct. 

Mr. Founrarn. No additional personnel has been assigned to you 
to carry out this work ? 

Mr. Bacon. Not at the present time but, as Mr. Fitzgerald ex- 
plained, the matter is being studied. 

Mr. Horrman. May I ask him a couple more questions, then? 

Mr. Fountarn. Yes, Mr. Hoffman. 

Mr. Horrman. According to what we heard a moment ago concern- 
ing Du Pont and General Motors, General Motors was the buyer and 
Du Pont was the seller. Is that it? 

Mr. Bacon. In substance that is the relationship here; that is 
correct. 

Mr. Horrman. If they paid $13,000 too much, what is to prevent 
the seller’s raising the price? How do you prevent that loss of $13,000? 
Can’t these corporations shove up the price just the same and get 
the $13,000 ? 

Mr. Bacon. There is always the danger, where you have a com- 
pany selling to an affiliate, that the price which is charged will be a 
fictitious price. 

Mr. Horrman. How are you going to stop that ? 

Mr. Bacon. Under our regulations there are rules which have to 
be followed, and those rules would apply to a company of this kind 
just as well as to any other kind. 

Mr. Horrman. I know, but what is the rule which prevents General 
Motors’ selling to Du Pont and raising their price on the next item 
they buy ? 

Mr. Bacon. In the case of this particular transaction 

Mr. Horrman. What did they sell? 

Mr. Bacon. Rice. Our regulation would require that the price not 
exceed the U.S. domestic price or the export price. 

Mr. Horrman. And if it does, Du Pont will buy from somebody 
else? Is that it? 

Mr. Bacon. The transaction would not be eligible for financing by 
ICA if the price exceeded the price which is required under the regu- 
lations, which is the United States—— 

Mr. Horrman. You could not find that out when the transaction was 
being completed. Don’t you have anything to show what the fair 
price should have been in the beginning ? 

Mr. Bacon. No. 

Mr. Horrman. You learn that after the deal is over ? 

Mr. Bacon. Nearly all of our transactions are subject to postaudit. 
The prices are reviewed after the payment has been made. 

Mr. Horrman. Only when you get suspicious you do that, then ? 

Mr. Bacon. No. We review as much of the procurement as we 
can. We cover what we believe is a representative sample. 
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Mr. Horrman. A sort of spot check ? 

Mr. Bacon. You could call it a spot check, but we try to cover as 
large a dollar proportion of the total as we can, and we try to cover 
all the commodities that we can cover. 

Mr. Horrman. Now do you want more people and more money so 
you can check before the deal goes through ? 

Mr. Bacon. The committee is raising this question. 

Mr. Horrman. The committee has raised it? 

Mr. Bacon. Yes. 

Mr. Horrman. Who on the committee raised it? You? 

Mr. Founrarn. I, for one, did. 

Mr. Horrman. You want them to have more money and increase 
their personnel ? 

Mr. Fountain. I was not talking about increasing their personnel, 
but we have a situation here where instead of the ICA buying surplus 
commodities from CCC for shipment under our mutual security pro- 
gram, the Commodity Credit Corporation sells to a private individual 
who in turn sells back, not directly to ICA, but for overseas shipment 
which is financed by ICA. 

Mr. Horrman. He charges an extra profit. 

Mr. Fountain. The result is that the payment is made for these 
commodities before they have an opportunity to check to find out 
whether or not there has been overpricing or illegal commissions. It 
so happens that they had only one man and another part-time spot 
checking hundreds of millions of dollars in transactions. Some un- 
authorized commissions were found on a few cases we checked. We 
raised the question as to whether or not they should make more spot 
checks. 

Of course, that is the question we are raising right now. The ICA 
people say they cannot do more checking with the personnel they 
have. I think the testimony also br ought. out that one position was 
vacant for many months, and during this period there was no check- 
ing at all. 

Mr. Horrman. Who is going to buy it if they get the sellers out of 
it? As I understand it, for example, I would buy on the open market. 
This is rice. The foreign government does not need rice at that 
particular time. Who is going to buy it up so as to have it on hand 
when you do need it? If you force out of business the people who 
make this excess profit, as you call it and as it may be for all I know, 
how are you going to get the rice when you want it 

Mr. Suurr. We are not proposing to force them out of business. 

Mr. Horrman. But just to keep them from getting too large a profit. 

Mr. Suure. Actually, we are not concerned with the profit they 
make. 

Mr. Horrman. They got something they are not entitled to under 
your regulations. 

Mr. Suute. We believe that is true, but that is because they charged 
too much. We donot know whether they made a 

Mr. Naventon. CCC sold rice for about $38 a ton, and ICA financed 
it at about $58. 

Mr. Horrman. Meantime, what did they do? After CCC sold it 
to somebody, how long did they keep it and what did it cost for 
storage ? 
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Mr. Naveuton. They shipped it down to the port. 

Mr. Horrman. As soon as they bought it ? 

Mr. Navueuton. Very soon, I think. I do not have all the details. 

Mr. Horrman. That is what Casey did with the ships, you remem- 
ber, and he was a Congressman. I remember it. 

Mr. Fountain. Anyway, at the present time: you say the matter 
is under study; no changes have been made and you have the same 
personnel which you had before the committee last time. 

Mr. Suure. Yes. 

Mr. Micuet. You mean since we held our last hearing nothing has 
been done? No change whatsoever ? 

Mr. Fountarn. No change. 

Mr. Horrman. As I get it, Mr. Chairman—TI am sorry I am so slow 
about this thing, but I have not been in on it— the complaint here is 
that transactions are going on and sales and purchases have been made 
where the Government is paying too much and somebody should check 
on it. That is about what it is; isn’t it? They have not had employees 
or money enough to do it. 

Mr. Fountain. Of course, there are a lot of questions involved, Mr. 
Hoffman, but one of the basic questions is a matter of policy which was 
discussed at the last hearing as to whether or not the Commodity 
Credit Corporation should sell directly to ICA for shipment overseas 
under the mutual security program or should sell to a private in- 
dividual who in effect resells for a higher price to ICA. 

Mr. Horrman. Of course, in that question would be the other ques- 
tions of storage, processing, packaging, and all that. I remember 
when we held hearings, and at that time the situation apparently was 
that General Motors was charging the Government about twice what 
they charged the private purchaser. Do you remember those hear- 
ings or don’t you? Hardy held those hearings. When we got into it, 
the fact was that General Motors when they sold to the Government 
were machining the block and giving them a complete package ready 
for shipment—something entirely different. I do not know whether 
they got the rice straight across in this particular case. As I under- 
stand counsel, they did. 

Mr. Navucurton. The differential between the CCC sales price and 
the ICA financing price I think was around $19 or $20 per ton. It is 
estimated that the probable cost of shipping the commodity down 
to the port and getting it on the ship would be at the most $7.50 a ton. 

Mr. Frrzceratp. Mr. Chairman, I do not know whether this has 
been brought out. I have just come here. This particular transaction 
was a rather unique transaction. As a matter of fact, it was broken 
rice, which is a rather unique item on the market and is not in great 
demand. Therefore, there is no really stable price such as for regular 
rice. When you are trying to sell that, you must go around and find 
a few buyers who are interested in that particular commodity. There- 
fore, there isa larger range in price between buyer and seller than gen- 
erally, and there isa larger amount of profit than generally. This i 1s 
not our business, but I just happened to be interested in that. 

I have just recently come from business into the Government, and 
I am rather sensitive to that particular thing. In products of this 
kind where you do not have a steady market and the price is not very 
closely controlled, you will find considerable variations in price. If 
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a broker or an importer is able to get a good price, then the margin 
will be greater. 

Mr. Naucuton. Of course, in this instance the company was sell- 
ing it to its own affiliate, so it presumably had a bargain. 

Mr. Bacon. Mr. Chairman, if you want to discuss this transaction, 
we have summarized the details. 

Mr. Fountain. I think you might leave that with us. 

Mr. Bacon. The reason I ask the question is that this might very 
well involve a case which you might not want to air at an open 
hearing. 

Mr. Fountain. Just file it with the committee and we will analyze 
it. 

Mr. Horrman. Did the man who got this $13,000 pay income tax 
on it? Does anybody know ? 

Mr. Prourz. This we do not know. It was the importer, presum- 
ably, who got it in Dakar, North Africa. 

Mr. NavuGcurton. I believe the firm is owned by some people in Paris. 
If they paid income tax it was probably French income tax. 

Mr. Fountain. One of the significant points is that the taxpayers 
have already taken a loss on the surplus commodities which are in 
storage, and CCC sells to private brokers. We want to be sure, as- 
suming this policy is proper and should be carried out, that the 
brokers do not make an excessive profit in addition to what the tax- 
payers have already lost, because the taxpayers are paying the broker 
through ICA, you see. 

Mr. Horrman. I just wondered, if the broker was not around, 
whether CCC should hold all this stuff until somebody wanted to buy 
it and cut out the private purchaser. 

Mr. Fountarn. That is one of the basic questions. 

Mr. Horrman. So nobody could make a profit out of it. 

In connection with that, I see all these storage bins in my country, 
Illinois and Ohio, as I drive through, and I wonder if that is taken 
into consideration when you talk about excess profits. 

Mr. Micuet. I look a little differently upon this kind of transaction 
than the previous sets of hearings this morning and yesterday. 

In this transaction you have an official Government agency on the 
one hand holding it, and another Government agency needing it and 
purposely going through a middleman who is making a profit on a 
paper transaction. Frankly, it seems to me there ought to be enough 
coordination that if ICA needs surplus that goes abroad, they ought 
to be able to go to CCC and say, “Look, have you got any? If so, in- 
stead of a paper transaction with a middleman getting a fee, why not 
a paper transaction between agencies of Government and forgo the 
additional cost ?” 

Mr. Horrman. That is all right if it is just on paper. 

Mr. Micuet. That is what happened in this particular case. 

Mr. Horrman. You will never entirely stop everyone from cheating 
the Government. You can minimize it. 

Mr. Micnuex. You can make the effort. My thought is that since the 
last set of hearings ICA would have taken some remedial steps. It 
does not take additional personnel, it seems to me, if you just alter 
the procurement requirements in the first instance. 

Mr. Horrman. You mean ask CCC if they have it before they go 
buy it? 





rgin 
sell- 


tion, 


very 
open 


lyze 
tax 
sum- 
aris. 


yers 
e in 
, as- 

the 
tax- 
oker 


und, 
buy 


try. 
ken 


tion 


| the 
and 
on a 
ugh 
ight 
, In- 
‘not 

the 


ting 


the 
It 
Iter 


y Zo 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 247 


Mr. Micuet. Surely. The people who are doing the buying on the 
part of ICA should ask CCC instead of somebody else. Why do you 
need more personnel in that kind of situation ? 

Mr. Grant. Mr. Chairman, it seems to me in view of the last re- 
marks, which I am sure are advanced in all good faith—I know Mr. 
Michel was here and heard some of this before—for purposes of the 
record it ought to be reemphasized that the ICA in the main is not a 
procurement agency, but merely a financing agency. In part, this is 
responsive to the mandate of the Mutual Security Act itself, which 
in section 413 directs the agency to utilize private channels of trade to 
the maximum extent practicable. 

With reference to the purchases and the financing of surplus agri- 
cultural commodities, section 402 of our act makes reference to the 
standards contained in Public Law 480. Public Law 480 likewise, 
on sales of surplus agricultural commodities, directs that private chan- 
nels of trade be utilized to the maximum extent practicable. 

So, as far as our agency is concerned, on surplus agricultural com- 
modities we feel under a double mandate, congressionally expressed 
in two laws, with respect to this. 

It is not a matter that we could not arrange some other way, per- 
haps, but if we did we would certainly be going against the spirit, 
if not the letter, of the Mutual Security Act. 

In addition to that, it should be pointed out that if the agency were 
itself to engage in procurement, ths could not be done with the staff 
that we presently have at hand, at all. To become engaged in the 
process of purchasing goods and renegotiating for prices and ar- 
ranging for the distribution of those goods in foreign countries would 
require a tremendous staff. 

The functions of exporters in the United States, importers in 
foreign countries, and carrying on these negotiations are important 
ones. It takes people and takes time. The people who are engaged 
in the commercial business of the nation, in buying and selliug, are 
engaged in very important economic activities, and it takes real 
effort to engage in this. If we were to assume those functions, we 
would have to have a tremendously larger staff to carry it on than 
we now have. 

That does not mean to say that if Congress preferred and had 
not. given us the directives that it has, surplus agricultural commo- 
dities which are in the possession of the Commodity Credit Corpora- 
tion could not be transferred physically in some way to ICA, which 
would engage in the process of transferring them directly to coun- 
tries abroad or to importers in foreign countries. 

Bear in mind that most of the surplus agricultural commodities 
are not taken by Government commissions in foreign countries. They 
are imported by private importers in those countries. Our whole 
method of operation pays tribute to the private enterprise system. 
We intervene in it to the least possible extent. That is why our money 
becomes available to finance these private transactions subject to the 
post-audit review which we make to determine that the price, the 
commission, and other features of the transaction are consistent with 
our regulations, which we think have been drafted on the basis of 
prudent procurement. 
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If we were to hold up payment until we could check every trans- 
action, private commercial enterprise simply could not operate in that 
atmosphere, because this takes time. 

Mr. Micuet. Who, then, makes the determination that country 
“X” can use so many ‘bushels of grain from this country ? 

Mr. Grant. This is a different determination. We have a pro- 
gram operation. We have a section of our organization which is 
the operating section. 

Mr. Micnuex. Of ICA? 

Mr. Grant. Of ICA, which determines how much of the money 
which is programed for a country will be spent for commodity “X” 
or commodity “Y” or for project “A” or project “B.” We have an 
ICA mission in each one of the aid countries. They cooperate and 
talk things over with the government concerned, on what is the 
best way to spend the money available for that country. 

Mr. Horrman. Whose monev ¢ 

Mr. Grant. This is ICA money, the mutual security money. 

Mr. Fountain. The taxpayers’ money. 

Mr. Grant. It is U.S. Government money which has been appro- 
priated for purposes of carrying out the Mutual Security Act. But 
it is not determined by somebody sitting in Washington that it is best 
to send them rice or typewriters or pencils or pitchers. This is a 
matter which is worked out in careful detail between our missions 
in the field and the government of the aid country concerned. This 
is sent back to Washington and reviewed by our operating organiza- 
tion here, frequently in conjunction with other agencies. But I won't 
get into that part of the picture. 

The decision to send, for example, rice or typewriters represents 
the culmination of an involved process, involving the wishes of the 
cooperating country, an assessment of needs by both them and our 
ICA mission in the field, and a review and endorsement of their 

recommendations by the ICA organization in Washington, with or 
without the cooperation of other Government agencies which may 
be concerned. 

This is all, of course, independent of the process which then takes 
place after a decision has been made to make, shall we say, wheat 

yailable—the process or the mechanics whereby wheat will flow 
from the United States to that country. 

Mr. Micwer. Are all these other decisions and determinations 
made prior to your coming up to the Congress to ask for so much 
money for such-and-such purpose ? 

Mr. Grant. This is quite another issue. Every year, you know, 
the agency does go before the Congress and present its program for 
the upcoming year, under the objectives of the act, for the various 
countries and the amount of money which is requested. Obviously, 
the programs are only tentative in the sense that they are built around © 
an anticipation of somuch money. Congress does not always appro- 
priate exactly as much as is asked for. Of course, then the program 
may be and is reshaped to meet the realities of the amount of money 
available. : 

Mr. Horrman. Let’s see how that works, then. We appropriate 
money for Country “X” over there. Is that right? 

Mr. Grant. Right. 
Mr. Horrman. That is foreign aid. 
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Mr. Grant. That is part of the mutual security funds. 

Mr. Horrman. Foreign aid. You are an importer, and you want 
what I have to sell. Where does your agency come in? 

Mr. Grant. Let me explain the mechanics, Mr. Congressman. 

Mr. Horrnan. How do you get in the picture? You furnish the 
money ? 

Mr. Grant. We furnish the money. Suppose, for example, that the 
level of the aid program for the current year for country X is $5 
million. 

Mr. Horrman. That is too little. 

Mr. Grant. We are modest. 

Mr. Horrman. Make it 10,so I can figure it. 

Mr. Grant. It is $10 million, then. Suppose that it has been de- 
termined 

Mr. Horrman. And make it all rice now. Let’s take one com- 
modity. 

Mr. Grant. That $1 million of this ought to be spent for rice for 
this country. 

Mr. Horrman. Who determines that they want rice ? 

Mr. Grant. As I just said, this is a determination which is made 
between the cooperating government which requests that of the $10 
million which is available for them 

Mr. HorrmMan. We will assume that is China, because the other 
folks do not use so much rice. 

Mr. Grant. They request that a million dollars of the aid funds 
which they are anticipating receiving be utilized for a million dollars 
worth of rice. 

Mr. Horrman. Does the Chinese Government pass that request for 
rice along to some importer over there ? 

Mr. Grant. No; the Chinese Government makes a request to ICA. 
Tt applies for a so-called procurement authorization. I do not want 
to use technical terms, but insofar as I must, I will explain them. The 
procurement authorization is a document which is issued by ICA in 
favor of China for a million dollars worth of rice. China would take 
this procurement authorization and would break it up in the normal 
course and parcel out parts of it to various of its importers. 

Mr. Horrman. Why don’t they order direct ? 

Mr. Grant. They can do this if they want to the government to do 
it, but the normal country operating through private channels of 
trade, which we encourage, subauthorizes under the procurement au- 
thorization and, shall we say for purposes of simplicity, they give 
10 different importers each one-tenth of the authorization. Each one 
of them is thus in a position to utilize $100,000 of this aid money to 
purchase rice. He does not get it normally for nothing from his gov- 
ernment. The government does not give an importer $100,000. 

Mr. Horrman. .No. 

Mr. Grant. The importer pays the Chinese Government $100,000 
worth of Chinese currency for the privilege of using $100,000 to 
get the rice. This $100,000 worth of Chinese currency which is paid 
to the Chinese Government must be, under most arrangements with 
countries, deposited in an account in the name of the U.S. Govern- 
ment. Where commodities are granted rather than sold by the U.S. 
(Jovernment, the local currency deposit is made by the aid country in 
the so-called counterpart fund. 
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Mr. Horrman. We get to use that, you know. 

Mr. Grant. Part of that counterpart fund is considered U.S. Gov- 
ernment property to be utilized for U.S. Government obligations. 
Part of it is used for economic rehabilitation projects within the 
country, but that part of it belongs to the Chinese Government and 
it cannot be used without the consent of the U.S. Government. So 
it is devoted to mutually agreed projects for economic rehabilitation 
of the country. So much for counterpart. Local currencies in a 
U.S. Government account generated by section 402 surplus agricul- 
tural commodity sales are used by the U.S. Government for purposes 
of the Mutual Security Act including the financing of economic re- 
habilitation projects within the aid country. 

But with this $100,000 subauthorization that the importer has for 
rice, he comes to the United States— 

Mr. Horrman. He isthe gentleman on your left ? 

Mr. Grant. That is Mr. Fitzgerald, right. He comes to the United 


States and he can purchase this rice from whatever rice exporters he 
can find. 


Mr. Horrman. From Mr. Naughton. 

Mr. Grant. From Mr. Naughton. 

Mr. Founrarn. And Mr. Naughton gets it from the CCC. 

Mr. Grant. They negotiate a price. 

Mr. Horrman. You have these two fellows working together to 
’ buy rice. 

Mr. Grant. One is buying and one is selling. Mr. Fitzgerald goes 
to Mr. Naughton for rice. He discovers Mr. Naughton’s price is 
better than yours, or he thinks so’anyway, so he buys from Mr. 
Naughton. The rice is shipped by the U.S. exporter to the foreign 
importer. Before the U.S. exporter ships it, he wants to make sure 
that he is paid. So he asks for a letter of credit from the importer 
to cover this transaction. He can get this because China, you see, 
never really got the million dollars from us. They got a procurement 
authorization. 

Mr. Horrman. We kept it back so they would have to spend it here. 

Mr. Grant. So, say China wants us to do the financing, they want 
the Chase Manhattan Bank or the National City Bank to act as their 
fiscal agent. The bank gets a letter of commitment from ICA. We 
say, “Yes, we have issued a procurement authorization to China for 
a million dollars in rice.’ 

Mr. Horrman. “And we are going to pay you.” 

Mr. Grant. “If you will make payments under this procurement 
authorization wp to a million dollars and if from every exporter of 
rice you pay you get certain prescribed documents which our regula- 
tion requires, you can bring those documents to us and we will repay 
you for the financing which you have done in this transaction.” 

Mr. Horrman. You guarantee the loan. 

Mr. Grant. In a sense, yes. That in effect is what is done. The 
U.S. exporter ships his rice. The importer receives it. The exporter 
takes his documents to the American bank and he gets his $100,000. 

Mr. Horrman. In this particular case they did not comply with 
some regulation. Is that it? 

Mr. Grant. IGA has not been a direct party to this transaction. It 
was a private transaction, you see. We insist when we get the docu- 















~ ee — ee 


Gov- 
tions, 
n the 
t and 
So 
ation 
in a 
ricul- 
poses 
ic re- 


is for 


nited 
‘rs he 


er to 


| goes 
ice is 
1 Mr. 
reign 
» sure 
orter 
u see, 
‘ment 


here. 
want 
their 

We 
ia for 


ment 
‘er of 
gula- 
repay 


The 
orter 
100, 


with 


n. It 
docu- 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 25] 


ments from the bank that we can review each one of the documents 
to see whether this transaction in all respects complied with the law 
and our regulations. If it does not, we have two remedies which we 
can pursue. 

First, the U.S. exporter in order to get paid has signed a special 
document called a supplier’s certificate. In this he certifies that his 

rice is right. He makes various certifications to get this money. If 
is certifications are not correct, he has obliged himself in this docu- 
ment to make refund to ICA upon request. 

Mr. Horrman. Where did they slip in this $13,000? 

Mr. Grant. Let me finish this picture for you. "We also have another 
right, which is a big insurance right 
Mr. Horrman. Which is what! 

Mr. Grant. Which is a big insurance right, I say, that we can go 
to China if this transaction is a sour one, if there is something wrong 
with it, if it conflicts with our regulations, we can go to China and say 
‘This is a transaction which it turns out we don’t w ‘ant to have any- 
thing todo with. We want the money back from you.’ 

Mr. Horrman. We want to keep what we have withheld because 
China never got the money. 

Mr. Grant. But we have to pay it back. 

Mr. Horrman. But you have not paid China. 

Mr. Grant. But China has the rice. 

Mr. Horrman. But he does not go to China and get the money. 

M® Grant. Yes, we do. 

Mr. Horrman. You said a moment ago you never gave the money to 
China. You have to take back one or the other. You cannot have 
it both ways. 

Mr. Grant. We do not ask them for the rice. We ask them to give 
us part of their free dollar exchange, of their own dollar resources to 
replenish the amount which we have spent for this rice transaction 
that we don’t want to have anything to do with. We have twin rights, 
therefore: A right against the supplier for breach of his suppliers’ 
certificate and a right of refund from the country. Normally where 
we have the opportunity, we pursue the claim against the supplier. If 
he has overcharged we try to get the money ties him. Failing that, 
we can always go and get it from the country. 

Mr. Horrman. This time you are asking it from the buyer. 

Mr. Grant. We are asking it from the seller, the U.S. exporter. 
In the case that you have in mind, Mr. Congressman, the seller of the 
rice charged the buyer a certain price. In the price "that he charged, 
he paid a sales agent’s commission. 

Now we recognize that a seller may sell through an agent and give a 
legitimate commission, and we are willing to go along with that. 
There is nothing illegal or improper or immoral about that. But in 
some situations where we find that the sales agent _ a special rela- 
tionship to the buyer, or is in fact the buyer, we say “This wasn’t a 
true commission at all. This was more in the aa of a discount.” 

We don’t finance any discounts. We should get the benefit of the 
discount and in the particular case that we are now speaking about, 
our feeling is that the sales agent’s commission, so called, was more 
in the nature of a discount, and therefore the seller was not entitled 
to include it in his price. He wasn’t entitled to pay the buyer money 
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for buying the commodities and therefore he should give that money 
back to us. 

Mr. Horrman. Does that apply where the seller or the buyer has 
stock in both corporations ? 

Mr. Grant. We would recognize 

Mr. Horrman. If you ever sold automobiles you would have to 
check on every stockholder of all the big auto companies. 

Mr. Grant. No. 

Mr. Horrman. The little ones you don’t pay any attention to? 

Mr. Grant. No, not that 

Mr. Horrman. Just like DuPont, General Motors, they have too 
much money ? 

Mr. Grant. If we had separate corporations dealing at relative 
arm’s length and selling to each other we would not claim that it was 
an improper commission. There are other elements in this situation 
than simply that. 

Mr. Naucuton. As a matter of fact, you don’t make any discrimina- 
tion in your pricing procedures, do you ? 

Mr. Grant. No,. if it constitutes a sale and the price meets the re- 
quirement in our regulations. 

Mr. Naveurton. In the example you described where you went after 
the country to get the money back, it is ICA’s policy to then repro- 
gram the as so that you give it back to the country, isn’t it? 

Mr. Grant. Usually. 

Mr. Naucuron. That leaves the taxpayers out the same amount of 
money ? 

Mr. Grant. No, it doesn’t leave the taxpayers out any more money 
than they or ryinally planned for the aid program to China but it does 
disassociate our agency from a transaction we don’t want to have any 
part of and the Chinese Government as one of the prices for doing 
business with us finds that it must assume responsibility for that 
transaction out of its own free dollar exchange. 

Mr. Naveuton. You have then wiped the transaction off the books 
except that the fellow who made the profit, who made the overcharge 
is sitting out there with his dollars and nobody is after him. 

Mr. Grant. If that be the case, as I say—if we have a situation 
of overpricing, our common policy is to pursue a claim against the 
supplier, to get the money back from him. 

Mr. Fountarn. I have two or three questions I want to ask: 

As a matter of fact, the basic question I had has already been an- 
emer an that is, What are you doing about the situation brought 
out by the hearing? 

Mr. Grant, in instances where the ICA may discover evidence that 
an exporter has made what might be called a windfall profit, or exces- 
sive profit through overpricing, which is illegal under the law and 
ICA regulations, is it the policy of the ICA that in attempting to re- 
cover the amount involved they will first attempt to recover the amount 
from the exporter who actually got the illegal profit, rather than try- 
ing to recover from the country concerned, which might not even have 
been aware of the illegality and did not receive the illegal profit? 

Mr. Grant. That isour policy. 

Mr. Founratn. Do you feel, assuming it has sufficient evidence to 
prove the factual side of its case, that ICA has adequate legal authority 
to proceed against such exporters ? 
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Mr. Grant. Unquestionably. 

Mr. Founrarn. Has ICA ever, to your knowledge, maintained 
either a successful or an unsuccessful legal action to recover from an 
exporter because of overpricing, on section 402 transactions involving 
agricultural commodities ? 

Mr. Grant. I can’t answer that accurately without trying to check 
specifically, Mr. Chairman. I can tell you this with respect to com- 
modities generally: When we find a case which we feel involves over- 
pricing, we do one of two things, we send a letter to the supplier, 
pointing out that in our review we believe that he has charged too 
much and that under his supplier’s certificate he is obliged to return 
the excess to us. 

If the transaction, on the other hand, has any elements which suggest 
possible fraud, we ourselves do not make the demand upon the supplier 
for a return but refer the matter to the Department of Justice so that 
it can take criminal action, which is not jeopardized by a voluntary 
recovery which we may have made. 

The Department of Justice would then examine the transaction for 
its criminal possibilities. Whether it found those to exist or not, it 
would in any event, after it had finished the criminal side of the in- 
vestigation and handling of the matter, refer it to the civil side in the 
Department of Justice for prosecution of a civil claim. 

Mr. Founrarn. Since our last hearing, have you had an occasion to 
confer with the CCC concerning this type of situation ? 

Mr. Bacon. We have had discussions with the staff concerning in- 
formation on the particular case and with respect to price information 
which we wanted to obtain for this case and for some other transactions 
and we also discussed with such staff the question as to whether or not 
they had intentionally endeavored to establish a subsidized export 
price on the rice at the time of these transactions. 

Mr. Fountarn. Are there any other questions ? 

Mr. Micuen. Yes. 

Under Public Law 480 in this past year there has been better than 
$3 billion—not quite $4 billion of agricultural surplus actually de- 
livered abroad. Is your program coordinated at all with the De- 
partment of Agriculture’s administration of Public Law 480 in the 
distribution of surplus commodities ? 

Mr. Grant. Of course it is, but that is a function which is carried 
on by officials of ICA who are not present today, namely, our Food 
and Agriculture officials, and I think we would be a little bit out of 
field if we tried to explain that. Of course, they are coordinated, 
but our responsibilities for the sale of surplus agricultural commodi- 
ties under section 402 of our act are quite independent of the require- 
ments under Public Law 480. 

Mr. Micuet. I recognize that, even more so now by virtue of your 
testimony. I am wondering why they should not be maybe one and 
the same or why there need be two programs trying in a sense, to 
accomplish the same thing. Although Public Law 480 for us is 
“Let’s get rid of our surplus,” and I would like to believe that yours 
is first determining what is the need here and how can we do some 
good, and then whatever we can provide to accomplish that end, well 
and good. 
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Mr. Grant. Public Law 480 is the surplus agricultural commodit 
disposal law, and as you know it has various titles in it. Title t 
involves sales. Title II involves humanitarian or relief grants, when 
disasters hit countries and that sort of thing. Title IT is administered 
by ICA as kind of an appendage to the mutual security program. 

Mr. Micuet. For instance, this last week there was an announce- 
ment of $240 million or $250 million worth of wheat and feed grains 
being sent to India. Incidentally, about $43 million of transporta- 
tion charge alone. 

Do you take that into consideration now next year, supposedly, 
when you are making some program out for India? 

Mr. Grant. I am sure the agency does because in fact it takes an 
inventory of all of the economic facts of life affecting India in coming 
to a determination as to what our aid level to India must be. 

Mr. Frrzcrrarp. This is total resource evaluation which we make 
now each year. We approach the economies of these countries in their 
totality, which means every resource which goes into that economy, 
Public Law 480, and the various other sources. 

Mr. Grant. I should explain, Mr. Congressman, just to clear one 
point since you brought up the dissimilarities or similarities of Pub- 
lic Law 480 and our law and why they coexist. They coexist because 
the Congress has required that in the law. I suppose the agency 
never requested section 402. 

The provision in our law is to the following effect : 

Of the total amount of funds. which are authorized under the 
Mutual Security Act, so much must be spent to finance the sale of 
surplus agricultural commodities, or they can’t be spent at all. 
That portion of our total authorization must be expended on surplus 
agricultural commodities. 

There is another great difference between Public Law 480 and sec- 
tion 402. Under Public Law 480, the importations of any country 
must be in addition to their normal imports. Public Law 480 is set 
up so that theoretically it will not jeopardize the world markets and 
it will not disrupt world markets in any way, so that what a country 
secures under Public Law 480—under title I of Public Law 480; I am 
not now talking about the relief grants—under title I of Public Law 
480 must be in addition to their nominal marketings. 

As far as section 402 is concerned, that can be within the normal 
complement of the country’s importation, and if they normally 
need a hundred thousand dollars worth of wheat we can provide 
that for them in the aid program, if we should so choose, and charge 
it up to the 402 requirement of our law. 

Mr. Horrman. I want to ask, is there any short answer to the 
question as to why we can not let the importer and the exporter here 
transact their own business? Why do we have to have ICA? 

Mr. Grant. They can do this, and I suppose that most——— 

Mr. Horrman. Why do we have ICA? That is the point. 

Mr. Grant. We have ICA, Mr. Congressman, to administer the 
Mutual Security Program. 

Mr. Naveuton. There isa law. 

Mr. Horrman. I know there is. What is the reason besides the 
law ? 
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Mr. Founratn. We have to have some one to give this money away. 

Mr. Horrman. That cannot be it. 

Mr. Grant. Our function is to administer the Mutual Security Act 
and as long as you have that act 

Mr. Horrman. You drift off from one thing to another. I asked 
the basic reason. I do not care anything about the law. What is 
the reason I can tell my fellows back home as to why you are around? 
I am not critical at all. I do not know enough about it, but I am 
wondering why ICA is in existence. You say because we wrote a 
law. All right, why did we write the law? Congress did not figure 
that thing up. Somebody told them. 

Mr. Granrv. I think, as the chairman has said, it is the agency’s 
function to administer the mutual security or, if you prefer, the 
foreign-aid program. Somebody has got to administer the program. 
It turns out to be us. 

Mr. Horrman. In order to give our money away intelligently ? 

Mr. Fountar. That is right. 

Mr. Horrman. The chairman says that is right. I am through. 

Mr. Fountarn. In other words, it is an expensive proposition to 
give it away. 

Mr. Horrman. Yes. We have to pay them to take it. We do not 
pay them to take it but we pay somebody to get that done according 
to the rules. 

Mr. Fountain. That is right. 

Mr. Naventon. Mr. Chairman. 

Mr. Fountrarn. Mr. Naughton. 

Mr. Navauton. There are some references to the earlier testimon 
that I think would be appropriate here. Rather than give them— 
think it be appropriate to refer to the records. 

Mr. Horrman. My colleague says that they should give them auto- 
mobiles. Reuther has not asked for that yet. As soon as he does we 
will be doing that, if he has his way, or if he gets enough out of un- 
employment payments. 

Mr. Navucuron. Is there any legal reason, Mr. Grant, why a foreign 
importer could not acquire the commodities direct from CCC? 

Mr. Grant. Well, I know there is no prohibition in the law that I 
know of, although a question would arise whether such an arrange- 
ment was as responsive as it should be to the requirement of the law 
on the use of private channels of trade. I leave you to rationalize. 

Mr. Naveurton. As far as the rice transaction is concerned since 
both the U.S. and the foreign firm are owned by the same group of 
people is Paris, does it matter whether the Paris group deals direct 
with CCC? 

Mr. Grant. You are now asking me a specific question rather than 
the general question. If you want to ask a question about the Leval 
transaction, this brings in different considerations. I thought you 
asked a general question. 

Mr. Naventon. I want to keep it general. Is there any reason 
why the foreign importer cannot deal directly with CCC? 

Mr. Grant. I know of no provision of law which would prohibit 
that, although as I say, I think a serious question arises whether 
that is an arrangement as responsive to the statute on the use of pri- 
vate trade channels as it should be. This is a question of opinion. 

Mr. Founrarn. Are there any other qactanat 
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Did I understand you to say, Mr. Fitzgerald, that you would have 
a copy of the report of your study for us? 

Mr. Frrzcrratp. By November 1. 

Mr. Fountarn. You will give usa copy of it? 

Mr. Firzcrraup. Yes, sir. 

Mr. Fountarn. Are there any other questions ? 

If there are no other questions, we are through with you gentlemen 
for the time being. We will see what the GAO thinks about this 
subject. 

Mr. George Staples, Associate Director of the Civil Auditing and 
Accounting Division, Mr. Robert A. Schremp, supervisory auditor, 


GAO. 


STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, CIVIL 
AUDITING AND ACCOUNTING DIVISION, GENERAL ACCOUNTING 
OFFICE; ACCOMPANIED BY ROBERT A, SCHREMP, SUPERVISORY 
AUDITOR 


Mr. Fountain. Have you made any check into this situation 
which was brought out at our last hearing involving ICA-financed 
transactions on surplus agricultural commodities ? 

Mr. Sraptes. In response to arrangements and discussions we had 
with Mr. Naughton, we have selected a number of individual transac- 
tions as the basis for some checking of our own, to determine just how 
this price checking squares up with what the agency has done. 

I might say, Mr. Chairman, that we have done this because one of 
the difficulties that we have is that we have not been able to obtain 
from ICA a description that we understand of just what methods they 
pursue in order to satisfy themselves that the price that is shown on 
the invoice and has been charged to them is a correct price, because 
there are certain elements that go into what constitutes a reasonable 
price, such as charges for inland transportation, a brokerage charge, 
any rebagging or repackaging that might occur. They are all ele- 
ments which enter into the determination of what constitutes a rea- 
sonable price, in addition to a basic price on which they start off; and 
it is because of our inability to get any kind of a comprehensive or un- 
derstandable explanation of how they go about it—and to our knowl- 
edge they do not have any written prescribed criteria by which they 
determine these things—we have, by arrangement with Mr. Naughton, 
selected a number of them as a basis of making a test ourselves. 

Mr. Fountain. They are unable to tell you what their criteria are? 

Mr. Srapres. That is right. At least they are unable to tell us ina 
way we understand. Maybe we are very stupid, but it doesn’t seem to 
ring a bell with us at all. 

Mr. Fountarn. Will you give us the results of the study ? 

Mr. Sraries. We are still in the process of gathering that data, as 
Mr. Naughton can tell you, and what we intend to do from there is 
to find sources of information, and on that, too, I think Mr. Naughton 
is familiar. 

One of our problems is to determine what is the market price of a 
given commodity as of a given date, and while I am not competent to 
speak about that, not being familiar with agricultural commodities, 
from all that I can glean Cas my staff and from other people, it is 
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quite a complicated process, and it is something that is not easily de- 
terminable, so we are confronted with that. 

I think probably that it is the next step in our process. Is that cor- 
rect, Mr. Schremp ? 

Mr. Scuremp. Yes. 

Mr. Srartes. Two of the things we would like ICA to do, and one 
of them I understand they have recently instituted, and that is, for 
quite some time they didn’t maintain any record or identify which 
items they checked, so that we could not tell which items had been 
checked or how much. 

Mr. Fountarn. You mean they couldn’t tell you which of the items 
they sampled in the sampling process? 

Mr. Srartes. That is correct. I understand they have instituted 
a procedure whereby they maintain a card record of the particular 
invoices of suppliers which they actually check. 

The second thing is that I would like ICA to set down in some kind 
of written, understandable form just what procedures they do follow, 
what steps they do take, what factors they do consider, and how they 
evaluate those factors in leading up to their own determination of what 
constitutes a reasonable price. 

On the basis of that we would be in a position then to evaluate 
whether or not the bases which they used are correct and whether or 
not the resulting judgment that was applied to that, because I under- 
stand a good bit of it has to do with judgment that has to be made 
in the light of all the factors, we could also evaluate whether or not 
that. judgment was a reasonable one. Up to now we have not been 
able to do that. 

Mr. Fountain. Up to now you are not in position, on the basis of 
what you know, to determine whether their price analysis system is 
adequate ? 

Mr. Sraptes. That is correct, Mr. Chairman. 

We have arranged with ICA, we notified them early in August, that 
we wanted to make a survey of their Procurment Analysis branch to 
ascertain what sources of information they have and used and what 
other procedures and steps they take to carry on their operations. 

At the request of the Comptroller of ICA we deferred that, in order 
to engage in a joint survey with them, because they told us that they 
were also under a commitment to the subcommittee, to do something 
along the same lines. They suggested a joint survey, to which I 
agreed. 

They asked us to defer that until after the middle of September, 
when Mr. Shute, who was on vacation, would return. I thought that 
was a reasonable request. We have done that. 

Now we are ready to proceed with them. I believe within the 
next day or so we will probably get together to get the ball rolling. 

Mr. Naventon. Is this in connection with the report that is due on 
November first? Are you going to participate in that? 

Mr. Sraptes. They have a report due to be submitted on Novem- 
ber first ? 

Mr. Naveuton. Yes. They said they would have a report. Will 
your report be a separate report ? 

Mr. Srapxes. I presumed this would be integrated. There are cer- 
tain aspects of it in which we may or may not participate very deeply. 
That is, for instance, determination of the balance of their personnel 
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resources and how they want to divide them. I think that is purely 
an agency proposition for them to determine. We probably will be 
kept informed on it but I don’t expect we will participate in any de- 
terminations along that line because I think that is their business. 

For all practical purposes, I believe we will be directly involved in 
ee in the work that is to be done and therefore will be 
snowledgeable about the report that they are to send up to you. 

Mr. Founrarn. You will participate in the determination of the 
adequacy of the price analysis program ? 

Mr. Srarrixs. That is correct. I think that will be one of the ob- 
jectives of the survey. At least I intend that shall be one of the 
objectives when we sit down to lay out a definite program. 

Mr. Fountatn. Mr. Naughton? 

Mr. Naveuton. Am I correct in my understanding that the GAO 
has intensified its procedures with respect to the ICA pricing analysis, 
since the time of subcommittee’s hearings ? 

Mr. Sraptes. That is correct, Mr. Naughton, but I must confess 
that sufficient time has not elapsed for us to have achieved any 
tangible results. 

As I mentioned to you, we have a problem of spreading our re- 
sources around, too, and following my last meeting with you Mr. 
Naughton I had to go scrounging around the office to get a top-flight 
man assigned to me, and that took quite a little doing, and after I 
managed to squeeze that out of the office he had to get himself oriented 
a bit, and he is right here with us today. He is sitting on top of 
what we have now planned to be a broadening of our own work in 
the whole financial area, and not only in procurement analysis. In 
other words, we decided to put a little different pitch on this thing, 
too, and expand our own organization for examining the financial 
operations of the agency and put it under one head. 

Previous to that we had it a little bit fragmentized because we did 
not consider that certain aspects of it needed the attention that we now 
want to give it. 

Mr. Founrarn. I believe some time back the GAO made a study 
of ICA accounting procedures, et cetera, and brought it to the atten- 
tion of the Foreign Affairs Committee. 

Mr. Srapres. That is right. You are thinking of the report 
back 

Mr. Fountarn. The study pertained to various parts of the world. 
I am familiar with that. 

Mr. Srapues. Yes. 

Mr. Fountarn. Mr. Schremp, do you have anything you would like 
to add to what Mr. Staples has said? 

Mr. Scuremp. No. I believe Mr. Staples has covered the matter 
quite thoroughly. He is conversant with what is going on there. 

Mr. Fountarn. Are there any question ? 

Mr. Naveuron. I would just like to put on the record, Mr. Chair- 
man, that the GAO has been very cooperative with the subcommittee 
staff in providing information for the subcommittee, and assisting us 
in our study of this matter. 

Mr. Srapies. I might say, Mr. Chairman, that one of the longer 
range goals—I wouldn’t call it the long-range, but one of the result- 
ing goals that I have in mind, after we get through with the joint 
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survey with ICA, and after we ascertain more about the methods of 
checking prices, and actually after we get a little more information 
on agricultural commodities, I want to ask ICA to consider whether 
or not there is anyway of dealing with the Commodity Credit Corpo- 
ration through commercial] channels, but’ in such a way that it would 
eliminate, or at least minimize any possibility of a price higher than 
what, say, the export world market price would be or the price that 
CCC has established, or whether or not any arrangement can be 
worked out with CCC whereby each can be kept well informed about 
prices, against the possibility that there may ‘be a higher price being 
paid by ICA than what might be necessary, without necessarily in- 
ferring that they would be outrageous prices. 

In other words, I would like to see a little better arrangement, It 
seems to me rather loose as it is. Maybe it has to be that way. Maybe 
it can be bettered. I don’t know. That is one of the outcomes that 
I hope will result from this study. 

Mr. Micuet. Up to this point, Mr. Staples, we are only talking 
about a $12,000 differential in this whole operation of ICA purchases 
of surplus grain, or is it more? 

Mr. Scuremp. You mean this rice transaction ? 

Mr. Micueu. All right, rice. 

Mr. Scureme. No. There was considerably more than that in the 
way of differential between the price it was sold at by CCC and 
eventually sold to France and financed by ICA. 

Mr. Micuex. What figure is involved, then? How much are we 
talking about here? 

Mr. Scureme. We are talking about something like, say, $250,000 
or $400,000. 

Now, a large part of that differential will be freight charges, and 
intermediate profits that occurred as the rice passed from one per- 
son to another. There were several people involved in this transac- 
tion. 

Mr. Sraptes. This price transaction is a rather unusual one, and at 
least to me as a lay person it seems unusual. Maybe it is common 
trading in the commodity market. I do not know. However, it 

assed through a number of hands and then eventually into the one 
nand. It passed from the ones who purchased it from CCC and all 
the way along the line amounts were added on to the sales price until 
ultimately all of it got into the hands of Leval. However, he did 
not buy it all from CCC. We have a chart which shows that. 

Mr. Micue.. If the amount is up in that neighborhood of over a 
couple of hundred thousand dollars, then we are justified in going into 
it, but if we are talking about only $12,000, then I do not know about 
all the effort and people involved, and money and time looking into 
something like that. 

Mr. Srapies. We are talking about more than $12,000 or $15,000. 

Mr. Fountain. As you say, that would not amount to very much, 
but this is one example of what might turn out to be many cases if 
proper checking is done. Proper checking and price analysis might 
well establish far more than $250,000. 

Mr. Naveuton. The $15,000 showed up on an examination of the 
documents for just one transaction. When we looked at it with the 
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ICA people it took only a few minutes to tell that there was an in- 
eligible commission. 

This may be representative of many other transactions, and it may 
not. We can’t tell yet. 

Mr. Sraptes. It was quite a unique transaction because of the fact 
that it passed through three sequences before it was finally sold out. 
I think it does pose a basic question whether or not such a trans- 
action can be justified, and that, of course, brings into rather sharp 
focus, I think, the basic question of whether or not ICA should ever 
pay more than what it is sold for by CCC plus, maybe, a modest 
commission. 

In this rice case there is certainly much more involved than $12,500 
because you have a jump from $1.80 per hundredweight, which CCC 
sold it at, to $2.98 at which it was ultimately sold to Dryfus, and which 
ICA financed at the extreme end of that. In the meantime, Leval 
was buying it from different ones who originally had bought it from 
CCC, and each way along the line there was an increase in the unit 
price. 

Mr. Fountarn. The ICA financing includes the final cost ? 

Mr. Staptes. That is right, and only the final cost. 

Mr. Micuet. How long will it take your agency to get into this 
thing in a thorough manner ? 

Mr. Scnremp. We are into it thoroughly now. 

Mr. Micuet. How long will it be before we can expect there will be 
some results ? 

Mr. Sraptes. On the rice transaction we are just traveling along 
with ICA. They are the ones who are prosecuting and carrying the 
ball on it. Our only function there, I think, is one of monitoring to 
see to it that it is carried through expeditiously and also satisfactorily. 

Mr. Micuer. Could we set a target date ? 

Mr. Sraptes. I do not know that we are in a position to set the 
target date. 

Mr. Naucuton. We have been working with them closely, and there 
are some legal questions which are under study now, and I expect a 
decision will be made within the near future. 

Mr. Micuet. Is that before the end of the year? the near future? 

Mr. Stapies. What we are doing, Mr. Michel, is just following along 
to see that we are kept fully informed on it, because actually it is a 
responsibility of ICA to carry it through, and it is simply our respon- 
sibility to see that they do or otherwise to report on it. Up to this 
point we have no basis for reporting anything adversely. 

Mr. Fountarn. Are there any other questions ? 

(No response. ) 

Thank you both very much for your cooperation in coming up here. 

The subcommittee stands in recess subject to the call of the chair- 
man. 

(Thereupon, at 4:40 p.m., the subcommittee recessed, to recon- 
vene at the call of the chair.) 
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Exuisit A-1 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., June 25, 1958. 
Hon. L. H. FountaIn, 
Intergovernmental Relations Subcommittee, Committee on Government Opera- 
tions, House of Representatives 


DEAR CONGRESSMAN FOUNTAIN: Reference is made to your letter of May 15, 
1958, and our reply of May 27, 1958, with respect to information regarding crimi- 
nal actions and civil damage claims arising in connection with the Department’s 
activities. 

We are transmitting, pursuant to your request, material as follows: 

1. Statements showing the number of criminal cases pending in the Depart- 
ment of Justice on June 30, 1953, and the number of such cases referred to the 
Department of Justice and closed during the fiscal years 1953-54, 1954~55, 
1955-56 and 1956-57, for various regulatory statutes administered by the De- 
partment ; 

2. Statistics on Commodity Credit Corporation, section 32, school lunch and 
related cases for fiscal years 1953-54, 1954-55, 1955-56 and 1956-57, as furnished 
to the subcommittee of the Committee on Appropriations, House of Representa- 
tives ; and, 

3. Information concerning Commodity Credit Corporation producer-borrower 
eases for fiscal years 1953-54, 1954-55, 1955-56 and 1956-57. In view of the com- 
prehensive nature of the information contained in these statistical summaries, 
which we have previously prepared for our own use, we trust that they will be 
adequate to serve your purpose. We, therefore, do not contemplate furnishing 
further information on CCC producer-borrower cases unless it is specifically 
requested. 

We are continuing the work of obtaining the information requested by your 
letter of May 15, 1958, and, as each portion of the assignment is completed, it will 
be forwarded to you. 

Sincerely yours, 
Rap S. Roserts, 
Administrative Assistant Secretary. 





Exuisit A-2 
1, Number of cases pending in Department of Justice* on June 30, 1953: 


Criminal only 


Number 
Animal Quarantine laws._....----.-------..-.--------.~--------------- 
Wederal Seed ACtininn nce ei tte cctec wee eeeteweeessanscnass 14 
Meat Inspection Act....................-...---..----.-~-------------- 25 
Packers and Stockyards Act.....................................-..- 68 
1 Department of Justice as used herein includes U.S. attorneys. 
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2. Number of cases referred to Departmen: of Justice for each fiscal year after 
June 30, 1953, to and including fiscal year 1956-57 : 


Criminal only 








| 1953-54 | 1954-55 | 1955-56 1956-87 





| 
DORR OTAND VAINB oss icin cn cnkdsnvbnnsebinmnwe | 10 | 62 45 62 
I I i ot a lan dae opel eae 16 17 Ss 15 
Snr UI Seg ak 0 | 36 24 39 55 
Packers and Stockyards Act....----.------.------ssu-- 13 9 | 6 | 3 
! 








3. Number of cases closed in each fiscal year after June 30, 1953, to and in- 
cluding fiscal year 1956-57 : 
Criminal only 




















o | | tn Sk 
1953-54 | 1954-55 1955-56 1956-57 
[ | at, 
Animal quarantine laws_..............22..-..-....-..- 4} 31 | 60 | 60 
I i | 18 20 | 7 12 
I | 29 34 32 32 
Packers and Stockyards Act-_~.....--2......-.-......- | 33 47 | 7 10 
| 





ExuHrsit A-3 


Litigation cases arising out of activities of Commodity Credit Corporation, 
sec. 82, school lunch programs and related matters 























Sec. 32, 
| CCC cases | school lunch 
| and related 
matters 
| — _ 

I I CR Finca Si eaticitisen insignia nighties te Dien pi vhetemntnnipele 1, 521 18 
Ne nen a ee ae 383 ll 
Cope Cates WORE NUOR NO Bos hse wa dat be dd hw ectccendautseedd 649 10 

Peeing Fete 1 MOE. 5G os ce san Jas dice binenttiaws deccjee kek ub-sitl 1, 255 19 
a eee en aadinalanon@aainncirtcneseombes 423 | 2 
I a es 480 7 

OR Se es Beet is ccse ei ck ck de deecceddbdl 1, 221 14 
MROTT OE TO WOOT IO seas sik ds dah i Sh dit dbetidndesadccciio 701 3 
I OR, eS, ls ses scmightseuabanis seis arepeiahanaiodneaeenbun aioe 607 1 

Se rn daehendadksswacknuocdssabnbiknawsdaces 1, 304 16 | 
RNY DONG A. iad cdginkdeeacsbbhubh akbhiiaakebkpadasaba 636 .% 
I i letsantncneeniahinieciiauirce anenaodh 684 6 | 

I Oe NE hich eid mein shdswlntewewbinntnaeanvante 1, 261 | 13 | 
ga a tale HS oh a a Te | 303 | 3 hdl 
rn ou se Le ei neicaoey | 300 | . 

COON BEF MO icvchicncduvkckcdbadsiliedadeestingsenneuncdaeumbiakenunnd | 1, 264 | 1 if 


Note.—These statistics are those furnished to the subcommittee of the Committee on Appropriations, 
House of Representatives, in connection. with the annual hearings for the Department of Agriculture. 





r after 





1956-87 


ee 


62 
15 
55 

3 


and in- 





1956-57 





60 
12 
32 
10 


ution, 


Sec. 32, 
noo] lunch 
id related 
matters 





ropriations, 
ulture. 




































































264 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


EXHIBIT 


Summary of all Commodity Credit Corporation 




















Total Atlanta Chicago Denver 
a lebaeias = ani 
I. Number of cases pending in Office of Solicitor | 
and not referred to U.S. attorneys: 
As of July 1, 1953: | 
I naan nels niasthicaacashastiacniniiensaes 382 | 29 192 35 
i a 75 0 64 0 
oth civil and criminal_-.._..........--- 31 0 20 1 
NN a ii ee id 488 29 | 7 76 | 36 
REE GNU c se cttic oa onksimosccnaceos _ $307, sal. 7 at, oes. 70 $86, 668. 56 Sl, , 749, 9.03 
As of June 30, 1954 © PO pet ‘| ine r 
a aE 8 a 244 36 65 | 33 
COMIN. 2... nin ansmadiaasuunnwen 10 0 4 | 0 
Both civil and criminal. -.-...........-- 19 0 | 0 | 3 
eee we ot oeeeee 253 36 | 69 | ay 
DRE RE GIO. ain 5s ekiickenaseannn’ e371, 222. Leal | $36, 097. 93 $08, 6 600. 91 | $53, 204. 54 
II. Number of cases referred to Office of Solicitor, — “+1 * | a 
fiscal year 1954: | | 
IN asda oe itcieplara napa boned ein eoiclas 293 32 | 80 2 
TINONIN = foes Sree eee Soesonges 43 | 2 | 18 | 4 
Both civil and criminal. .................... | 63 | 10 9 | 5 
¥ Pon or wes Se a ” sais ._ 
UN ONIN 5 ie ees 399 44 | 107 37 


Amount of civil 


$394, 142.7 


| $81, 137.09 


$63, 373. 41 


$70, 479. 14 

















III. Number of cases pending in court or in U.S. | | 
attorneys’ offices: 
As of July 1, 1953: | 
5 NO ts 2 OSL S Bem eeeauiiodee | 461 | 107 83 | 20 
Oriminal only ....-..----.-.--------9--+ 144 | 21 | 58 42 
Both civil and criminal ws ahbichagalods Saaitansedient 323 15 90 3 
IN eid 2 8 ad ht oe ee ‘ 143 | 231 | 65 
Aspens Of Givi... .cnceccscces rissa $1, 096, 734. 43° $45, 0 060. 72) |$182, 465. 25 $67, 87 8. 05 
As of June 30, 1954: Poet eed oa i a 
RI NII icc cii ss cicid atehouiphdncsinciendacttameceteneaah 430 110 89 22 
ae ene | 25 re 2 12 
Both civil and criminal_-_...........---- 273 8 67 3 
INNO os ata saceeeutccies case eae 728 125 158 | 37 
PE COU skint tisccndaninnn _, 240. 01 $77, 949. 51 $166, 707. 88 | $85, 994. 64 
IV. Number of cases referred to U.S. attorneys, a 
fiscal year 1954: 
I i ale cea alee 114 ll 42 8 
I sa cece cinrmneaieie | 44 0 29 | 1 
Both civil and criminal_..................-.- 63 9 23 2 
ee 221 20 | 94 11 
PN EE CE cn ctncunccnecwebadbansnnen $195, 806.87 | $56, 122. 41 | $48, 074. 81 ‘$3, 063. 88 
V. Number of cases closed during fiscal year 1954: ee ; 
SN 5c cateedicbdnkbecanaaeaen 482 22 201 2B 
CUNNING 2S 0. ope aeeuibhcocaaeen 228 16 134 34 
Both civil and criminal...............---..- 125 17 52 3 
TE IN oi oe etn ekinci ised eae ated 835 55 387 | 65 
I OF I nik cttcttn nde ct ewnnnitendocner $533, 505. 51 | $53, 154.07 |$126, 198.43 | $40, 907. 04 


CIVIL ASPECTS OF CCC PRODUCER LOAN CASES 
Collections on civil claims during fiscal year 1954__-_- 
CRIMINAL ASPECTS OF CCC PRODUCER LOAN CASES 


Number of indictments pending as of July 1, 1953__- 

Number of indictments pending as of June 30, 1954 

Number of indictments returned during fiscal year 
1954. 

Number of successful prosecutions during fiscal year 
1954. 

Number of acquittals and dismissals of indictments 
during fiscal year 1954. 

Number of cases in which prosecution was declined 

by U.S. attorneys or grand juries during fiscal year 

1954. 


$449, 004. 77 


| 24 
56 


36 


270 








$43, 222. 57 





1$126, 076. 45 | $47, 


137 











72% 


2. 63 
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$67, 878. 05 





22 
12 

3 
37 


$85, 


$23, 





65 
$40, 907. 04 


$47, 722. 63 
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A-4 
producer loan cases for the fiscal year 1954 































































































Kansas Little Rock | Los Angeles | New York | Portland 8t. Paul San Washing- 
City City Francisco ton 

43 23 0 2 5 50 3 0 

11 0 0 0 0 0 0 0 

0 0 0 1 0 gy 0 0 

54 23 0 3 5 59 0 

$26, 906. 48 WEG OEM Fiicccncuasen $4,712.75 | $2,816.03 | $81,017.00 | $2,603.59 |......_____- 
39 20 0 2 2 26 1 0 

6 0 0 0 0 0 0 0 

6 0 0 0 0 9 0 1 

51 20 | 0 2 2 35 1 1 

$57, 039. 53 | $21, 440. 88 $4, 058. 61 $2, 437.49 | $61, 028.00 $1, 510. 63 $804. 32 
53 55 0 10 4 29 1 1 

15 0 0 1 0 0 3 0 

10 0 0 0 0 27 0 2 

78 55 0 11 4 56 4 3 

$68, 500. 96 $45, 827. 08 $7, 257. 71 $3, 403. 35 | $48, 028. 00 $1, 115. 55 $5, 020. 50 

————— | ae) Se J S-- - om — = 

59 34 0 17 4 128 6 3 

20 0 0 1 0 1 1 0 

22 0 0 6 0 187 0 0 

101 | 34 24 4 316 7 3 

$78, 161. 77 $86, 356. 28 $29, 791. 15 $8, 797. 73 |$484, 303.00 |$113, 013. 33 $907. 15 
54 30 1 15 4 95 7 3 

2 0 0 1 0 0 0 1 

19 0 0 3 0 172 0 1 

75 30 1 19 4 267 7 5 

$77, 897. 32 $61, 574. 70 $105. 74 | $22, 300. 88 $9, 125. 71 |$370, 200. 00 |$110, 596. 72 $4, 786. 91 
15 10 1 5 1 18 2 1 

10 0 0 1 0 0 3 0 

is 0 0 1 0 23 0 1 

29 10 1 7 1 41 5 2 

$18, 543. 59 $8, 600. 71 $105. 74 $2, 599. 54 $462.13 | $32, 501. 00 $1, 435. 88 $4, 216. 18 
62 62 0 12 7 86 2 0 

38 0 0 1 0 1 4 0 

7 0 0 4 0 42 0 0 

107 6 0 17 129 0 

$38, 632. 36 SE Ge OI Be visteisnincteiccns $15, 402. 2 $3, 453.91 |$182, 120. 00 4. | See 
$32, 381. 47 $53, 193. 94 0 $7, 211. 45 $2, 813. 49 |$133, 523. 49 $2, 699. 28 $160. 00 
3 0 0 0 0 6 1 0 
2 0 0 1 0 6 0 0 
5 0 0 1 0 12 0 0 
6 0 0 0 0 10 0 0 
0 0 0 0 0 2 1 0 
30 2 0 5 0 49 3 0 
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Summary of all Commodity Credit Corporat 







































| | + 
Total Atlanta | Chicago Dallas! | Denver 
oe —|— —| — _ emwnnaintibonl 
| ‘ 
I. Number of cases pending in Office | 
of General Counsel and not re- | 
ferred to U.S. attorneys: | | 
As of July 1, 1954: 
a aes as 226 29 | ae eee 33 
RRIOS OUET, occas ccccew 14 0 | 4 |---------- 0 
Both civil and criminal... 22 0 | O bowen enone 3 
Total cases. .....-...-.-- 262 | 29 | | oo oe 6° 
Amount of civil. ..-..--- $256, 336.77 | $11,084.45 | $39, 600. 91 $53, 793. 83 | 
As of June 30, 1955: a 
{ee 249 20 | 71 | 7 33 
Criminal only_--- * 14 | 0 | 0 | 0 0 j 
Both civil and criminal __._| 59 | 1 | 6 : j 
Total cases._..---------- 322 21 | 77 7 sf 
Amount of civil. ..-- ..| $322,747.13 | $21, 636. 64 | $56, 589. 34 $8, 561.48 | $80, 546.17 ' 
4 e = 
II. Number of cases referred to Office | 
of General Counsel, fiscal year | 
1955 j } 
Civil only ag 395 3 153 6 14 
Criminal only | 46 4 ] 2 0 
Both civil and criminal - -- | 107 19 18 0 | 2 
Total cases-__. Secu 548 | 57 | 72 s 16 
Amount of civil....-..- } $573, 801.49 |$102, 590.17 |$110, 193. 5 $7, 807.82 | $65, 926.75 
III. Number of cases pending in court | 
or in U.S. attorneys’ offices: | | 
As of July 1, 1954: | | | 
Civil only . | 467 111 89 | 18 22 ' 
Criminal only | 27 9 2 | 0 12 ' 
Both civil and criminal___-_| 276 8 | 67 | l 3 | 
Total cases......-..-.---| 770 | 128 | 158 | 19 37 
Amount of civil_...---- $1, 049, 516. 29 | $74,759.00 |$166, 707.88 | $37, 428.34 | $85, 944. 64 j 
As of June 30, 1955: | | 
Civil only pmaae od 410 | 111 | 77 | 16 19 
Criminal only | 7 1 0 0 } 0 
Both civil and criminal 243 11 | 61 | 1 | 1 ' 
Total cases__..-- 660 123 | 138 17 20 
Amount of civil___- .---|$1, 018, 152. 04 |$134, 611. 84 |$116, 571.70 | $32,350.77 | $73, 229. 63 
IV. Number of cases referred to U.S. | | 
attorneys, fiscal year 1955 
Civil only bs 123 21 Bl l 5 
Crimina! only acted 19 0 I 1 0 
Both civil and criminal _..._.-} 57 | 8 12 0 l 
eet eee 199 | 29 | 64 | 2 6 
Amount of civil. ........... $303, 156.87 | $79, 473.38 | $39, 053. 06 | $135. 20 | $14, 164.83 
V. Number of cases closed in Office of | 7 
General Counsel, fiscal year 1955: | | | | 
Civil only voles i : 237 | 22 | 96 4 12 
Crimin ily ail 28 4 | 4 | 2 0 
Both civil and criminal. .....--] 13 | 10 | 0 0 1 
Qo [. —— | 278 | 36 | 100 6 | 13 
Amount of civil........... _.| $185, 120.02 | $12, 564.60 | $54,152.01 | $4,961.25 | $25,009. 58 
VI. Number of cases closed in U.S. | 
attorneys’ offices, fiscal year | | | 
1955. | } 
a nee SS 164 21 | 63 3 | 8 
CRONE CURT incr nrinahnesinnaiiben 38 | 8 | 3 l 12 
Both civil and crimina! 88 | 5 | 18 ( 3 
0... a ee Gil 290 34 | 84 4 23 
Amount of civil._......- _....| $298, 694.92 | $19, #20. 54 | $89, 189. 24 $5, 212.77 | $26, 879.84 
VII. Total cases closed during fiscal 
year 1955: 
PRI NN i hea dos hiner Sas 401 43 159 7 20 
Criminal only : dibcdied 66 | 12 7 3 2 
Both civil and criminal_....-- 101 | 15 18 0 4 
eee es - 568 | 70 184 10 3 


Amount of civil. ...........-.. ' $483, 814, 04 $32, 185. 14 '$143, 341.35 ' $10, 174.02 | $51, 889. 42 








N 
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Denver 
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5, 944. 64 


0 

l 

|, 164. 83 
12 

0 

1 

13 

, 009. 58 
8 

12 

3 

23 

R79. 84 
20 

12 

4 

36 
889, 42 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 267 


ton producer loan cases for the fiscal year 1955 






























































| 
Kansas Little Los An- | New York Okla- San Fran- Wash- 
City Rock ! geles City homa Portland; St. Paul cisco ington 
City! 
| | 
36 26 9 Bee 2 26 | 1 0 
y 1 0 © bh cctiscssa- 0 0 0 | 0 
9 0 0 D Ridancaaiiaie 0 9 0 l 
— — —————_———— —$_—__— canst — —— — — a — eee 
54 | 27 0 | Ogee ss: 2 | 35 1 1 
$51,052.92 | $23,460.98 |........- | $11, 563. 24 |...-. ..--|$2, 437. 49 | $61,028.00 | $1,510.63 | $304.32 
i—- = — = = — —= | ——— = ————————==—S] —== 
| rr 
42 8 1 | 4 1 5 55 2 | ) 
13 | 0 0 | 0 0 0 1 0 ) 
17 | 0 0 0 |} 0 0 32 0 |} 0 
— ooh — = ——_— = — — —| — ee sen 
72 | x 1 t 1 8 88 | 2 ) 
| $70,577.42 | $4,338.62 | $737.39] $7,001.08 | $256.15 |$4, 427. 75 | $67, 323. 00 $752. 09 |....._. 
| | to 
| 
| | | | 
41 | 46 | 3 6 6 6 76 4 ) 
30 | 2 | 0 0 | 5 0 1 | ) i 
9 | 6 0 1 | i 0 50 | 1 9 
8 | 54 7 | 12 6 127 | a oe 
| $54, 257. 24 ($138, 772.84 |$1, 608.25 | $5,634.40 |$4, 650.75 |$4, 648.46 | $73,883.00 | $3,828.33 |__._.._..__. 
—— = - - _ — } = — = ————— 
| | | 
54 30 1 | 27 | 5 4 | 95 7 { 
| 2 | 0 | 0 1 0 0 0 | 0 | 
| 19 | 1 | 0 | 3 1 0 72 | 0 
75 | 31 | 1 31 | 6 4 267 | 7 | 8 
| $105.74 | $43, 075. 96 ($6, 654. 59 ($9, 125.71 ($370, 200. 00 |$113, 296. 00 $5, 123. 33 
| [= —— —————— = ess. — —————— ——— i= —— 
50 | 9 | 0 | 19 | 6 | 2 | 92 | 6 | 3 
1 1 | 0 0 3 | 0 0 | 0 | 1 
11 | 2 0 2 | 1 | 0 | 152 | 0 | 1 
62 12 0 | 21 10 | 2 244 | 6 | 5 
| $62,672.77 $108, 105. 15 $28, 828. 53 |$8, 213.44 |$4, 691.70 ($331, 254.00 $112, 696.01 | $4, 926. 50 
| ——— ——— —=!} ——SSS 
10 7 2 2 3 1 19 ) 
y 3 | ( 0 $ 0 0 0 
0 5 0} 1 | l 0 27 1 
19 1 2 3 8 | 1 | 46 | 2 rire 2 
| $9, 935. 38 |$105, 378. 00 $870. 86 $1, 761. 21 |$3, 032. 62 $220.71 | $44, 146.00 $4, 181. 30 $804. 32 
| | 
t | | } | | 
| 25 34 0 s 3 2 28 3 ) 
17 0 0 0 1 | 0 0 0 0 
1 l 0 0 0 | 0 | 0 0 ) 
a. 43 ial 3 0 8 4 2 | a. .. a 0 
$24, 797.36 | $27, 207.85 |...-... $8, 435. 35 |$1, 706.96 |$2, 437.49 | $23, 442. 00 Ct. 
| i j 
14 | 12 3 | 10 | 2 | 3 22 | 2 1 
| 10 1 0 | 1 | 1 | 0 0 | ) l 
8 2 0 2 | 1 | 0 47 | 
32 15 3 13 | 4 69 3 Pa 
$22, 644.00 | $23, 160. 36 $976. 60 | $16, 008. 64 |$1, 473.77 |$4, 654.72 | $83, 092. 00 $4781.29 | $1,001.15 
= * 2 = | - ——_ 
| 39 46 3 18 | 5 | 5 | 50 | 5 1 
27 0 1 2 | 0 0 0 i 
| 9 3 0 2 1 | 0 47 | i 1 
75 50 3 | 21 8 5 97 6 3 
| $47,441.36 | $50,368.21 | $976.60 | $24, 443.99 [$3,180.73 ($7,002.21 |$106, 534.00 | $5,186.86 | $1, 001.15 


See footnotes at end of table. 


87524—59 





18 
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Summary of all Commodity Credit Corporation pro 





Total Atlanta Chicago Dallas ! Denver 


CIVIL ASPECTS OF CCC PRODUCER 
LOAN CASES 


Collections on civil claims during fiscal 
WOE WIN Ribc i chiceasieiadetdcuerscotdeene $342, 011. 53 | $42, 150.65 |$114, 782.29 | $8,779.55 | $12, 416.35 


CRIMINAL ASPECTS OF CCC PRODUCER 
LOAN CASES 





Number of indictments pending as of 24 0 2 0 13 
July 1, 1954. 

Number of indictments pending as of 12 3 1 0 0 
June 30, 1955. 

Number of indictments returned during 18 3 2 0 0 
fiscal year 1955. 

Number of successful prosecutions 14 0 2 0 0 
during fiscal year 1955. 

Number of acquittals and dismissals of 16 0 1 0 13 
indictments during fiscal year 1955. 

Number of cases in which prosecution 107 13 18 1 3 


was declined by U.S. attorney or ' 
grand juries during fiscal year 1955. 





tion pro 





Denver 





12, 416. 35 


13 
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ducer loan cases for the fiscal year 1955—-Continued 





Kansas Little Los An- | New York Okla- San Fran- | Wash- 
City Rock ! geles City homa | Portland| St. Paul cisco ington 
City 





$36, 149.63 | $33,766.90 | $438.70 | $10,050.66 |$3, 184.15 |$1, 736.26 | $70,764.09 | $6,726.31 | $1, 065. 99 


2 0 0 1 0 0 6 0 0 

2 2 0 0 0 0 4 0 0 

3 3 0 0 0 0 7 0 0 

2 | 1 0 1 0 0 8 0 0 

1 0 0 0 0 0 1 | 0 0 

1h | 2 0 2 2 0 1 2 
| 





: 
| 





1 The Dallas and Oklahoma City offices are new offices established during the fiscal year ending June 30, 


1955. A number of cases pending in the Little Rock office were transferred to these offices at the time of 
their establishment. 
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Summary of all Commodity Credit Corporation 


Total 





Atlanta | Chicago | Dallas 
| ! 











I. Number of cases pending in Office | | 
of General Counsel and not re- | 
ferced to U.S. attorneys: | | | 
As of July 1, 1955 
Civil onls niciddiatecatal 252 20 | 71 | 7 
Criminal Wb naeieeans 14 0 | 0 | ) 
Both civil and criminal_-_-} 59 1 6 0 
yy Of | 325 21 77 7 
Amount of civil...........| $324, 612.32 $21, 636. 84 | $56,589.34 | $8, 561.48 
As of ime 2) 19E6: Pr ; +; +. 
I ne | 226 21 57 6 
Criminal only.........-..- 11 0 0 | ) 
Both ci and cviminal -| 45 0 | 10 1 
| a Sam 282 21 67 7 
Amount of civil = $328, 005. 84 | $23, 833.94 | $53,284.62 | $12, 743. 38 
——— | ——s 
II. Number of cases referred to Office 
of the General Counsel, fiscal 
year 1956: | 
Civil only- 492 | 82 194 7 
Criminal only 60 | 2 0 3 
30th civil and criminal_..- 73 | 3 33 | 8 
Total cases -_- sildsemeaaks th 725 | 87 227 18 


iv 
| 
Amount of civil--- ‘ = | 


$749, 504. 18 
III. Number of cases pending } 


in court 








| 
$134, 289. 81 | $19, 020. 84 


Denver 
30 i 
0 
3 
3 


$116, 833 




















| | 
or in U.S. attorney’s offices: 
As of July 1, 1955: | | | 
Civil only- | 408 111 77 16 19 
i] only 7 1 0 ) 
1 and criminal_..-| 246 | ll 61 
Total cases.__._------ 661 | 123 | 138 | 17 20 
Amount of civil. ..--- |$1, 012, 089. 60 |$134, 611.84 |$106, 013. 87 | $32, 350.77 | $73, 229. 63 
j= —< = = — — = ———————— = 
As of June 30, 1956: | 
Civil only- si | 401 | 112 100 | 10 | 12 
Criminal only | 3 | 1 | 0 | 0 0 
Both civil and criminal_---} 296 | 9 | 62 | 6 4 
Total cases_- 700 | 122 162 16 16 
Amount of civil_-.- $1, 075, 613. 65 |$134, 838. 12 |$220, 836.72 | $15, 772.86 | $56, 363. 21 
IV. Number of cases referred to U.S. | i | 
attornevs, fiscal vear 195¢ 
Civ i 20) f 66 
Cr nal onl i 
Both civil and ninal 170 3 29 
Total cases ppadekivesse 416 68 | 95 | 8 9 
Amount of civil Sacaomapatich $469, 678.16 | $98, 337.70 |$156, 381.46 | $3,498.81 | $38, 935. 40 
V. Number of cases closed by Office | | 
of the General! Counsel, fiscal year | | | 
1956 
Civil only_- le i aa 318 18 142 | 5 22 
Criminal only ee: 17 0 0 2 2 
Both civil and criminal 17 1 0 2 1 
Total cases___-- 352 | 19 | 142 10 25 
Amount of civil $235, 823.35 | $33,755.01 | $62,251.89 | $11, 340.13 | $57,099. 73 
VI. Number of cases closed by U.S 
attorneys, fiscal year 1956: | | | 
Civil only = 207 62 43 ~ il 
Criminal only ; 50 2 | 0 1 0 
Both civil and criminal_..- 120 5 | 28 | 0 2 
Total cases = 377 | 69 | 7 13 
Amount of civil... $387, 776. 55 | $98,111.42 | $41, 558.61 | $20, 955.25 | $55, 801. 82 
VII. Number of cases closed during 
fiscal year 1956 | 
Civil only Leen 525 | 80 | 185 14 | 33 
Criminal only a 67 | 2 | 0 | 2 
Both civil and criminal.-_-. 137 6 | 28 | 2 3 
Total cases- 729 | 88 | 213 19 | 38 
Amount of civil.....-- $623, 599. 90 '$131, 866. 43 '$103, 810. 50 $112, 901. 5 


$32, 295. 38 


| 
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ration 


iver 


| 


30 | 
2 
0 | | 
33 te : 
17 é 
sae | $70, 577. 42 
j= 
25 | ' | 6 
| | 
3 
2s 
44.23 | i ; 
poz 24. 2 
oe 
a 60 
6 21 
% - eccea e 
> aa 113 
33.19 | $66, 758. 39 
19 | ‘ 
() 
ieee ll 
20 | i 62 
* 63 | | $62, 672. 77 
12 ' ‘ 
‘| a f 
3 ” | 80 
vets | $78, 509.15 
' | 
—— 
' 
24 
i 23 
9 ee ee 
0 | | s 71 
| | $43, 880.18 
22 | ; 
: 42 
i 3 
aa ea 
~~ i | ov 
y. 8 | $12, 113. 84 
|= : 
. 0) 
. 24 
cee 9 
13 | ae 
1. 82 | $8. 697. 20 
33 | 62 
a 37 
7.) 13 | 
2 Ene cents 
oF 112 
“ $20, 811. 04 


i) 


13 


S.3 


30 
$31, 660. 43 


15 


G82. 68 


$117, 


9 

8] 

4 
13 


$103, 061. 38 


0 
0 


+, 
19 


0 
0 


956. 52 


$14, 


neo 


g 
$19, 803. 90 


228 


Kansas City|Little Rock| Los 


| Angeles 


19 


$34, 760. 42 |! 


0 
0 
0 


0 


0 


0 | 


0 
0 


0 


0 
0 
0 


0 
0 


0 
0 
0 


0 
0 


0 
0 


0 
0 


0 


0 


City 


$7, 011 
g 15 
$2, 581 


” 


$28, 522.7 


produce r loan cases for fiscal year 1956 


New York 


Portland | stintwater 





St. Paul 
} 
| 
| 
} 
| 
1 an 
f 0 l 
0 é 
5 | 1 gg 
$4, 427.75 $256.15 | $6 23. 00 
| 
| 
6 | 1 49 
0 0 0 
) 0 17 
6 | l 6F 
$11,116.10 | $243.72 | $38, 063. OF 
10 5 68 
0} 0 12 
0 | 0} OR 
10 | 5 178 


$11, 967.17 |$1, 396. 25 |$117, 394.00 


1 | 6 g 

0 | 3 0 
0 | 1 152 
1 10 244 


$331, 254. 00 





8 2 5 g1 

0 0 0 i 

1 0 l si 

9 2 6 266 

$10, 347. 74 $2, 539.89 |$6, 785.57 $324, 385. 00 
2 3 0 26 

6 0 0 13 

1 0 0 104 

9 3 0 143 

$878. 37 $2, 885. 52 0 $109, 100. 00 
8 6 f 48 

0 0 0 0 

0 0 0 Q 

8 6 5 57 

$2, 198. 16 $2,393.30 $1, 408.68 | $37, 554.00 

| 

13 2 1 37 

7 0 3 12 

1} 0 0 72 

21 2 | 4 121 

42 $115, 969. 00 


$19, 053 


$566.34 ($1, 427. 87 


8 | 6 85 
0 | 3 12 
0 | 0 81 
8 | 9 178 
$2, 959. 64 '$2, 836.55 '$153, 523. 00 


CORPORATION 


” 


~ 


41 


San Fran- Wash- 








cl ) ington 

} 
} 

2 0 

} U 

{ 0 

2 0 

$752.09 | 0 

= 

3 | 0 

0 0 

0 | 0 

3 | 0 

$10, 382. 60 | 0 
} 

5 | 1 

0 0 

0 | 0 


5 1 
$22, 578. 34 |$9, 692. 00 





6 3 
0 0 
0 1 


$112, 696.01 |$4, 321.09 


7 | 1 


0 0 
0 0 
7 1 
$112, 392.03 $9, 692. 00 
| 
2 | 1 
0 | 0 
0 0 


$1, 206 


2 | 0 
0 0 
0 0 
2 | 0 
752.09 | 0 
1 | 3 
0 | 0 
0 | 1 


1 4 
$1, 510.63 |$4, 821.5 
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CIVIL ASPECTS OF CCC PRODUCER 
LOAN CASES 


Collections on civil claims during fiscal 
DOE Geiiathns thcpecadnttntidoncannd 


CRIMINAL ASPECTS OF CCC PRODUCER 
LOAN CASES 


Number of indictments pending as of | 
PE Er BE ch dibidehinitncksnmaneuuacens | 
Number of indictments pending as of | 
PO Se, i ritentidennntieiebancoces | 
Number of indictments returned during 
fiscal year ending June 30, 1956__._.._- 
Number of successful prosecutions dur- 
ing fiscal year ending June 30, 1956_._- 
Number of acquittals and dismissals of | 
indictments during fiscal year ending 
I is Ho cede ueeslavinisigtoieman ciel 
Number of cases in which prosecution | 
was declined by U.S. attorneys or 
grand juries during fiscal year ending 





Summary of all Commodity Credit Corporation 


Total Atlanta Chicago Dallas Denver 








$347, 132.90 | $51,870.58 | $70, 240.03 | $16,281.87 | $30, 033. 24 








11 3 1 | 0 0 
10 | 3 | 0 0 1 
19 4 3 0 | 2 
14 1 3 | 0 | 1 
| | | 
7 3 1 0 | 0 








oration 





Denver 


0, 033, 24 
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producer loan cases for fiscal year 1956—Continued 


| 
Kansas City|Little Rock} Los 
Angeles 


New York | Portland |Stillwater| St. Paul | San Fran-| Wash- 
City cisco 








$48, 354.15 | $28,900.10 | $115.00 | $5,387.93 | $2,834.06 ($5, 254.80 | $81,024.27 | $2, 555.63 | $4, 281. 24 


bt 


0 0 0 0 0 4 0 1 

1 1 0 0 0 0 4 0 0 

2 2 0 0 0 0 6 0 0 

3 2 0 0 0 0 4 0 0 





So 
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o 
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o 
So 
tw 
o 
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pr 


Summary of all Commodity Credit Corporation 















































































Total | Atlanta Chicago | Dallas Denver = 
| | 
I. Number of cases pending in Office 
of General Counsel and not | | 
referred to U.S. attorneys: 

As of July 1, 1956: | | | | 
NII tao P cmenacs | 226 21 57 f 25 
Criminal only ...-.3.<.....! 1] 0 0 { 0 - 
Both civil and criminal_..- 45 0 10 l 3 

RE I i Bi 982) 21 67 7 28 = 
Amount of civil.....-...-. | $337,697.84) $23,833.94! $53, 284.62} $12,743.38) $101, 344. 23 
— = — 

As of June 30, 1957: 

SE. ccammsdecabehew | 159 11 40 4 20 
Criminal only_...........-.| 3 0 0 0 ] o 
Both civil and criminal... 27 0 5 1 4 
Total cases......,.....-- | 189 11 45 25 F 
Amount of civil...........] $289,718.17) $21,931.70) $66,852.42) $18,025.39) $43, 801. 24 
II, Number of cases referred to Office | 

of General Counsel, fiscal year | | | | } 

1957: | 

ON IN ie gnc newcenn 315) 55 80 6 15 

Criminal only ialtoniinaes 25) 0 2 0 4 r 

Both civil and criminal... ---- 120) 4) 18 0 3 

SE — eases SEU 
Tete OR es ices 460} 59 100 6 22 = 
Awouns OF CVE. << cece cicconcel $545, 166.97; $59, 859.90! $109,051.87; $14,948.40) $47,776.52 
III, Number of cases pending in court | | 
or in U.S. attorneys’ offices: | } | 

As of July 1, 1956 | | } | 
SJINEN OMENS ccaniomxenasonon 405 112 100 14 12 
Criminal only----- ss 3 ] 0 0 0 
Both civil and criminal.--_| 292 9 62 2 4 

ON COE. oe cicencace 700} 122 162 16 16 
Amount of civi]...---- $1, 075, 613. 67| $134, 838. 12) $220, 836.72) $15,772.86! $56, 363. 21 
As of June 30, 1957: 
Civil only pe ee 365 111 74 11) 9 
Criminal only--- eae 4 1| 0} 0 0 
Both civil and criminal_..-| 268) 11 60 0 4 
| =e = as . os 
Total cases 637 123| 134 il 13 
Amount of civil... : $1, 014, 426. 63) $142, 390. 64) $155,417.40; $18,982.50) $25, 132.70 
IV. IV. Number of cases referred to | 
U.8. attorneys, fiscal year 1957: | 

Civil only~ a 173} 50 38 6 

Criminal only---.---- 7 25 0| 2 0 

Both civil and criminal-_...- 118 4) 20 0 

eee = i a 





i 
rT’ 7 c 
Total cases 


2 
0 
2 
Base bicsieiasaedomdedes 315 5A! 60} 6 4 
Amount of civil - = $349, 868.05) $41,407.34) $53, 652. 7! $5,771.08 $17,989.03 
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Denver 
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543, 801. 24 
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16 
656, 363. 21 
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producer loan cases for fiscal year 1957 


New 
York 


Portland | Raleigh |Stillwater 
City 


St. Paul 
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| cisco 


| San Fran- 





i 
Wash- 
ington 





aera 
| 
| 
| 
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35 
0} 
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0 


$3, 582. 65 


own 


































$32, 289.00} $9, 


36 15 2 5 6 0 1 49) 13) 0 

& 0 0 3 0 0 0 0 0} 0 

| = 2 0 1 0 0 0 17 0) 0 
17 2| 9 6 0| 1 66 3| 0 
$52, 244. 24 $17, 402.02} $882. 17| $6, 515. 82)$11, 116. 10 0} _ $243. 72] $38, 063. 00 $10, 382. 60 0 

—— ———— — 2 —— — a ——<<<=<= ————— — = -— —— 
24 11 3 3 2 0 4 35} 2| 0 

0 0 0 2 0 0 0} 0} 0} 0 

5] 2 0 0 0 0 0 10} 0} 0 

29) 13} 3 5 2 0 4| 45 2| 0 

$43, 311. 1.98} | $35, 362. 22|$1, 910. 71| $1, 273. 23 0} $2, 347.71 0 












































































_ 192. 34 





38) 38 1 13| 168 1| 0 
$53, 557. 97) $90, 044. 12|$1, 078. 54) $1, 346. 1 $15, 469, 98 $8, 236. 68 $12, 942. 65/$121, 619. ( 00} $5, 234. 63| 0 
| 
54 9 2 1 5| 
1| 0 0} 0 0 0 0| “1 ) 0 
25} 4} 0| 1 0 0 1| 184| 0 
ae | - —— 
80) 13 0 9 2 1) 6 266) 7 0 
$78, 509. 15|$103, 061. 38} 0|$10, 347. 74] $2, 539. 89 $9, 692.00} $6, 785. 57|$524, 385. 00/$112, 392. 03! 0 
—— —— ——SS ———————==—_ —S> |« - span es — 7 = 
49} 14 0| 7 1 1] 8) 72| 8) 0 
0 0} 0| 0 0 0 0 3 0} 0 
24 5) 0| 1 0 0| 0 163] 0| 0 
=| | — |< - =| i | _ 
73| 19) 0 8 1 1 8 238} 8| 0 
| $98, 089. 03)$141, 487. 00}, _0 $10, 3 367. 7. 86] $451. 90] $9, 692. 00/$11, 300. 23) $285, 531. 00/$115, 584. 37] ) 
a ——— ——— | = ra ——— _ = — " } — 
| | 
16] 16 0| 3 2 0 4} 34| 1) ) 
9| 0| 0} 2| 0 0| 0| 12) 0| 0 
12 1| 0| 1} 0| 1| 0| 77| 0} 0 
37 17 6) 2| 1 4 123| 1| 0 
Ml, 773. 75) $66, 088. 68] 0 %, 080. 18) 8, 397. 95} | 236. 6 $6, 877. 3 3, $100, 401. 00) 
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Summary of all Commodity Credit Corporation 





Total | Atlanta Chicago Dallas | Denver 
| 


V. Number of cases closed by Office | 
of General Counsel, fiscal year | | | 
1957: 


Civil only -_.-.-.- a 209 15 59 2 318 








Criminal only 0 0 0 3 
Both civil and criminal--. 0 3 0 0 
Total cases : : : 5 62 2 21 
Amount of civil......-......--] $243,278.59} $20,354.80! $41,831.28) $3,895.31) $87, 330. 48 

VI. Number of cases closed by U.S. | | 

attorneys, fiscal year 1957: 

Civil only hininwal 212 51 64 9 5 
Criminal only 24 0 2 0 ) 
Both civil and criminal__- 142 2 22 2 2 
Total cases- 5 dl 378 53 8S il 7 
Amount of civil- L $411, 055.09} $33,854.82) $119,072.11} $2,561.44) $49, 219.5 
| ae = ‘ = i as —_ = a 
= — = |] = = 
| | | a 

VII. Number of cases closed, fiscal year | | 

1957: | | | 
Civil only peak actly Wheaten | 420 66 123 11 23 
Criminal only Pianmmaenia | 33] 0 2 0 3 
Both civil and criminal seee 162 2 25 2 2 
Total cases ee: 615 68} 150 13 28 
Amount of civil... .........+0:| $654, 333.68) $54, 209. 62) $160,903.39) $6, 456.75) $136, 550. 02 
| | | 
CIVIL ASPECTS OF CCC PRODUCER LOAN | | 


CASES | | 
. e : . | 
Collection on civil claims, fiscal year | 
SE ithaca catiinneo wae plaisuaaiecstacendhas $438, 214.92) $54, 406. 51] $116, 931. 90 $7, 693.73) $63, 131. 66 
CRIMINAL ASPECTS OF CCC PRODUCER | 
LOAN CASES } | 


Number of indictments pending as of | 

gt) ee ee | 9 3 0 0 1 
Number of indictments pending as of | 

OG TE RNs ce ah ec eces 17 2 1| 0 1 
Number of indictments returned, fise al | | | | | 

bil NON or mn ke oe ae As 26 1 3) 0 1 


Number of successful prosecutions, fis- | 
cal year 1957 -__- 12 0 2 0 1 
Number of aequittals and dismissals of | 
indictments, fiscal year 1957.......----| 6} 
Number of cases in which prosecution 
was declined by U.S. attorneys or | 
grand juries, fiscal year 1957..._.....-.. 144) 2} 29 4 





ee 








N 


poration 





Denver 


h49, 219. 54 





63, 131. 66 
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producer loan cases 











for fiscal year 1957—Continued 























| | | | | ; | ‘ 
| Kansas Little Los | New | San Fran- | Wash- 
City | Rock | Angeles} York | Portland | Stillwater) St. Paul cisco | ington 
| | City | 
| | | 
| | | } } 
19 23 0 1 9} 0 6 56 | 1 1| 0 
3 0 0) ] 2 0 0 0 0} 0 
5 3 0 0 0 0 0 10} 0 0 
27 25 0 2 “1 0 6 66 1| 0 
$20, 716. 53) $14, 995. 24 0 $509. I 2'$19, 605. 48 0} $3, 961. 43) $26,992.00) $3, 086. 92) 0 
— = =| —= j = | —————— — =— — —>_|"«s! —<—_—_—== 
| | 
21 11] 0 4 3| 
10 0) 0 2 0 
13 0 0 1 0} 
44 11| 0 7| 3] 
| $22, 283. 87| $27, 663. 06} 0} $6, 060. 06) $5, 485. 94 
ior . | ih é Risudece o 
| | | 
| 
40 34] 0| 5 11 of 0 
13 0} 0 3} 2 0 0} 10} 0} 0 
18 2 0 1) 0} 1 | 108 0) 0 
71 36 0| 9 13} 1| s ‘217 1| 0 
$43, 000. 40) $42, 658. 30 0} $6, 569. 18/$25, 091. 42) $3, 236. 68) $6, 324. 00/$166, 247. 00) $3, 086. 92) 0 
| | | | | | | 
| | 
| | | 
| 
| 5 
$40, 599. 70; $27,923.77} $250.00) $2, 655. 01)$10, 836. my 0| $2, 012. 33 oo 272. 6 7] $4 $4, 500. 90} 0 
| | | 
| | 
| | | 
| | | } 
1 0} 0} 0} 0} 0 0 ‘ 0} 0 
| | | i 
5 1 0 0| 0} ) 0 0| 0 
| | | | | 
6 2 0} 0 0} 0 0} 13} 0} 0 
1 1 0 0 0 0 0} 7| 0| 0 
1 0| 0 0} 0| 0 0 3 0 0 
| | 
17 0 0} 0 0 1) 1 88 0| 0 
| | | | t 








1 Includes J. C. Martin referred to Stillwater, Okla. ($3,086.92). 
2 This case was pending in the Washington office on July 1, 1956, and was transferred to the Raleigh office 


during the year. 


3 Includes 3 cases (Charles E 
transferred to Office of Gener: 41 Counsel in Kansas City, 


. Dye, Jr., 


$11,029.44; Lee Fenton, $2,804.30; 


and Loyal Rainbolt, $3,870.11) 
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ExuHrit B-1 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF BUDGET AND FINANCE, 
Washington, D.C., June 27, 1958. 
Hon. L. H. Founrvatn, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DEAR CONGRESSMAN FOUNTAIN: We are returning a copy of the transcript of 
the hearings before your subcommittee on Tuesday, June 17, 1958, with correc- 
tions made in the testimony of employees of this Department. We have inserted 
in the transcript at the appropriate places the information which you requested 
we obtain and furnish for the record. 

With respect to the request for a list of law violations and serious irregularities 
of major importance that have occurred since July 1, 1953, we are + 
statements showing the following statistical information: 

(1) Commercial warehouse shortage cases involving Commodity Credit Cor- 
poration commodities referred to the Department of Justice during the 7-year 
period 1951-57 ; 

(2) Cases involving exportation of Canadian wheat as American wheat under 
International Wheat Agreement and other Government programs which were 
referred to the Department of Justice in 1953 and 1954; 

(3) Cases having criminal aspects arising out of Rural Electrification Admin- 
istration programs which were referred to the Department of Justice from June 
30, 1953, to December 31, 1957; 

(4) Cases involving irregularities with respect to personnel of the Department 
of Agriculture, both in Washington and the field, including ASC county com- 
mittees, which were referred to the Department of Justice for consideration of 
possible criminal aspects during the period July 1, 1953, through December 31, 
1957. 

In this connection, there were enclosed with Assistant Secretary Roberts’ 
letter of June 25, 1958, further responding to the request in your letter of 
May 15, 1958, the following statistical information: 

(1) Cases with possible criminal aspects, arising under various regulatory 
statutes administered by the Department, which were referred to the Depart- 
ment of Justice during the period June 30, 1953, through June 30, 1957; 

(2) Information on both criminal and civil aspects of Commodity Credit Cor- 
poration producer-borrower cases referred to the Department of Justice during 
the period from June 30, 1953, through June 30, 1957. 

Additional and supplementary information relating to possible law violations 
and irregularities will be contained in information which the Department is 
compiling for furnishing to you as the work is completed, in further response to 
your letter of May 15, 1958. We understand from Mr. Naughton of your staff 
that our furnishing you now with such information as we have been able to 
compile, with the understanding that it may be supplemented and corrected by 
information to be furnished later as it is compiled, will facilitate the work of 
the subcommittee. Accordingly, we are proceeding in this manner at Mr. Naugh- 
ton’s suggestion, rather than waiting until completion of review of records and 
compiling of information requested by your letter of May 15 and in the hearing 
of June 17. 

Sincerely yours, 


nelosing 


CHARLES L. GRANT, Director of Finance. 


Exnrsit B-2 


COMMERCIAL WAREHOUSE SHORTAGE CASES INVOLVING CCC CoMMODITIES AS OF 
JANUARY 1, 1958 


In the 7 years from January 1, 1951, to Jenuary 1, 1958, approximately 380 
eases involving commercial warkehouse shortages in CCC commodities due to 
conversion, shrinkage, or other causes have been referred to the Department of 
Justice. 

The Department of Justice has brought either criminal or civil action, or 
both, in some 148 of these cases, and “no bills” have been returned or indict- 
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ments refused by grand juries in 17 additional cases. Upwards of $9.8 million 
has been collected in all referred cases as of January 1, 1958. 

Some 306 of the cases referred to the Department of Justice have been closed 
after court action, settlement, or other disposition not involving court action. 
There is an uncollected balance of approximately $4 million in the 74 cases now 
pending in the Department of Justice. Court action has been taken in 45 of these 
pending cases. 

In connection with the criminal aspects, court action has been as follows: 116 
indictments have been returned, some including more than one defendant. On 
the various indictments, there have been 29 pleas of nolo contendere, 44 pleas 
of guilty, 13 convictions, 6 acquittals by jury trial, and 30 indictments dismissed 
or verdicts for the defendants directed by the courts. 


Exuisit B-3 
CASES INVOLVING EXPORTATION OF CANADIAN WHEAT AS AMERICAN WHEAT 


In 1953 and 1954 there were referred to the Department of Justice the re- 
suits of investigation of the activities in 1950-53 of some 64 commercial firms 
relating to the exportation from this country, under the International Wheat 
Agreement and other Government programs, of Canadian wheat or flour milled 
in part from Canadian wheat. Exports under such programs were required to 
be American-produced wheat or flour milled from such wheat. The Canadian 
wheat involved was primarily sample grade wheat because of high frost-damage 
which had been imported into the United States free of quota restrictions for 
milling quality wheat and at the reduced tariff rates applicable to wheat in- 
tended for livestock feed. 

With respect to most of the companies investigated, the Department of Justice 
determined, after review, that the facts did not warrant legal action. In crim- 
inal proceedings brough by the Department of Justice, a total of 7 indictments 
were returned against 24 defendants. In prosecution of these defendants, there 
were 10 pleas of guilty, 13 court dismissals, and 1 verdict of not guilty. Crim- 
inal fines levied totalled $189,600. Collections on civil claims in these cases have 
totalled upwards of $2% million. 


ExHipiT B44 


Cases WITH CRIMINAL ASPECTS ARISING OUT OF RURAL ELECTRIFICATION 
ADMINISTRATION PROGRAMS 

During the period from July 1, 1953, to December 31, 1957, there were referred 
to the Department of Justice for consideration of criminal aspects 24 cases aris- 
ing out of Rural Electrification Administration programs. Criminal indictments 
or informations were returned in four cases, resulting in two convictions and one 
acquittal. One indictment was awaiting trial on December 31, 1957. In 18 
eases the Department of Justice determined that the facts did not warrant 
prosecution. 





ExuHisBit B-5 
DEPARTMENT OF AGRICULTURE PERSONNEL IRREGULARITY CASES 


During the period from June 30, 1953, to December 31, 1957, there were referred 
to the Department of Justice, for consideration of any criminal aspects, a total 
of 211 matters involving reported irregularities by personnel of the Department 
in both Washington and the field, including ASC county committees. There were 
21 such matters involving possible criminal aspects pending in the Department of 
Justice on June 30, 1953. The Department of Justice prosecuted criminally 24 
of such cases, which resulted in 22 convictions, including pleas, and 2 acquittals 
or dismissals. The Department of Justice or grand juries determined that prose- 
cution was not warranted by the facts in 190 cases. 
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ExHIsit C-1 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D.C., July 31, 1958. 
Hon. L. H. FounraIn, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DEAR CONGRESSMAN FOUNTAIN: In accordance with Under Secretary Morse’s 
letter of May 27, 1958, we are transmitting herewith additional material in 
response to your request of May 15, 1958, relating to cases in litigation. 

The enclosed material includes statistics showing numbers of cases pending 
in the Department of Justice or in court, referred to the Department of Justice, 
and closed by that Department, by fiscal years during the period from June 30, 
1953, to December 31, 1957, also showing the manner of disposition, by categories 
as follows: 

(1) Commodity Credit Corporation cases, excluding producer-borrower 
cases with respect to which information has previously been furnished. 

(2) Section 32, school lunch, and other cases. 

(3) Personnel matters, both in Washington and the field. 

(4) Cases arising under regulatory statutes, broken down by major 
statutes. 

(5) Cases arising under marketing statutes, broken down by major 
statutes. 

Additional material confronting with your request is in the process of being 
compiled and will be forwarded to you as soon as completed. 

Sincerely yours, 
R. L. FARRINGTON, 
General Counsel. 
Enclosures. 
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ExuHrsit C-2 


Commodity Credit Corporation litigation (other than producer-borrower cases) 














iL, aac 
|, 195 
. 8. lsuty l, 1953, July 1, 1954,|July 1, 1955,/July 1, 1956,) July 1, 
| through | through through | through | through 
Govern- | June 30, June 30, June 30, | June 30, | Dee. 31, 
1954 1955 1956 1957 1957 
tani : ie sea SS acini ai Avastin Nias cena ccna 
Morse’s ; a ; 
terial in Pending at beginning of period: | | 
Civil only. ...- . — 466 | 433 | 475 493 452 
pending Criminal only- 27 | 21 | 5 | 8 | 5 
Justice Both civil and criminal. 117 | 75 72 | 95 148 
P « , — - i ————— - - - - I —_—— = - - — — = 
June 30, Total_- 5 610 | 529 | 552 | 506 605 
ategories es means oc 
ove Referred during period: | | | | 
Civil only < a . 73 | 142 | 137 | 110 56 
borrower Criminal only. 12 | 3 | 7 | 3 2 
ned. Both civil and criminal... . 66 | 69 | 135 | 187 173 
PO 5 ili at el . ‘ 151 | 214 279 dK 231 
Vv major Closed cases and manner of disposition: | 
: , Civil only | 
Settled after court action ! 111 | 87 | 151 95 4 
y major Settled without court action 42 | 47 | 27 44 31 
Action declined ?_..--- | 21 | 14 | 23 81 13 
of being Total closed 174 | 148 201 | 220 98 
Criminal only | 
Action declined 3_. 19 | 17 5 
IN, Conviction 4... 3 | 2 | 1 | 2 
ounsel. Acquittal 5__—- 1 | | : 
Total closed ®_........- 22 20 4 7 | 3 
: : = = - | = | = 
Both civil and criminal: Both closed. -} 36 23 | 30 64 | 36 
Civil: 
Settled after court action !__....__-} 4) . 3 4 | 1 
Settled without court action-..-.--| 22 | 17 16 | 36 | 1 
Action declined ?_- jai Redness 14 6 11 | 25 s 
RD 5 st te ere ee 40 | 24 | 30 | 65 | 38 
Criminal: j | 
Action declined 3__ | 85 | §2 104 | 116 88 
Conviction 4_. 7 17 | 18 7 | 15 8 
Acquittal §_...-. J | 2 | l 1 | 2 
} 
i saciiieacaeeens Reatard benniiaiee a a 
i Total ¢._.. 104 71 112 33 6 
j Total all cases closed all aspects 232 191 235 291 137 
| 
t 
Pending end of period: } 
Civil only 433 | 475 493 452 | 470 
Criminal only 21 5 s 5 6 
t Both civil and criminal_.-- 7 75 72 95 148 223 
Total... 529 552 596 605 699 


1 Includes all cases disposed of, whether on basis of judgment or otherwise, after initiating of court action. 
2 Includes cases where the Department of Justice determined that the facts did not warrant civil action. 
' 3 Includes cases where the Department of Justice determined that the facts did not warrant criminal 
action, whether before or after indictment, and cases where a grand jury declined to indict 
4 Includes also pleas of guilty and nolo contendere. 
5 Includes also dismissals by court 
6 In the event of closing of either the civil or criminal aspects—but not both—of a case involving both 
civil and criminal aspects, the case is thereafter treated as pending in the ¢ 
which remains open. It is carried as a “‘civil only” or “criminal ly” ¢ 


itegory (either civil or criminal 
ase until closed, 
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Commodity Credit Corporation litigation (other than producer-borrower cases) 
pending on Dec. 31, 1957, and referred on or before June 30, 1956 

















Civil Criminal 
Settlement Court No settle- | Convicted Court Total 
or judg- action ment or but not action No court | 
ment not | instituted court sentenced '| instituted?| action i 
fully paid action 
ea || | |] ————__ |__| ——_ | 
Ce 5 os 20s. 79 120 TB Ean sacicceabt in gaesnneen Miike | 275 
Criminal only_.....---- a a a ad Og i acelin 2 SEENT | 2 
Both civil and criminal_|._........_- 6 TD eiicctnneey 5 | 21 | 6 
pt ibicinicininindsisl hints ialscmsnicat ae us 7 aia 
ei tk a | ee cans aaa wi tocs UD cat ReaasTukssankaatee | teeekcsue 303 
| | 
1 Includes also pleas of guilty and nolo contendere. 


2 Action is instituted when indictment or information is returned or filed. 


Cases) 
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EXHIBIT C-3 


Sec. 32, school lunch, and other litigation 


| ] 
| | 


July 1, 1953,|July 1, 1954,|July 1, 1955,|July 1, 1956,| July 1, 


| through | through through | through through 
| June 30, | June 30, | June 30, | June 30, Dec. 31, 
| 1954 1955 1956 | 1957 1957 
Pending at beginning of period: 
Civil only : 11 | y 8 | 13 11 
Criminal only 1 
Civil and Criminal s 9 | 7 | 4 | 2 
bes | . < | 
Total 19 | 9 | 15 17 | 13 
SSS 7 
Referred during period 
Civil only l 1 2 
Criminal only 1 : 
Civil and Criminal Ss 2 3 2 3 
— ithe litem tialatillh  asckb 
Total 10 2 3 3 5 
- ; - — - = | a 
Closed cases and manner of disposition | 
Civil only | 
Closed after suit 2 1 
Settied without suit 2 1 l ] ] 
Action declined 2 4 2 3 
Total 8 3 1 


ow 


Criminal only: 
Action declined 3 1 
Conviction 4 
Acquittal 5 : ; | 


Total 1 | } 
j = = = = = SEF — — 
Both civil and criminal: Both closed 2 2 9 | 
Civil 
Closed after suit ! aw | | 1 
Settled without suit | 1 
Action declined 2 3 2 
Total ® | 2 2 2 
Criminal 
Action declined * . 6 4) 5 | 4 2 
Conviction 4 l 1 
Acquittal 5 | | 
Total ¢ 7 4 fi 4 2 
Total all cases closed all aspects 10 6 1 | 7 I 
Pending end of period | 
Civil v9 8 13 11 14 
Criminal 1 al 
Civil and criminal 9 | 7 | 4 2 3 
T otal 19 | 15 17 13 17 


! Includes all cases disposed of, whether on basis of judgment or otherwise, after initiating of court action 

? Includes cases where the Department of Justice determined that the facts did not warrant civil action 

1 Includes cases where the Department of Justice determined that the facts did not warrant criminal 
action, whether before or after indictment, and cases where a grand jury declined to indict. 

‘Includes also pleas of guilty and nolo contendere 

‘Includes also dismissals by court 

‘In the event of closing of either the civil or criminal aspects—but not both—of a case involving both 
civil and criminal aspects, the case is thereafter treated as pending in the category (either civil or criminal 
which remains open. It is carried as a “‘civil only” or ‘‘criminal only” case until closed 


37524 O 59 19 
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Sec. 32, school lunch, and other litigation, pending on Dec. 31, 1957, and referred 
on or before June 30, 1956 


Civil Criminal 
Settlement| Court | No settle- | Convicted | Conrt Total 
or judg- | action | mentor | butnot | action No court 
} Ment not instituted |} court | sentenced ' | instituted?/ action 
fully paid | |} action | | | 
= Si | | | as 
Civil only ___- heed 5 5 | 10 


! Includes also pleas of guilty and nolo contendere. 
2 Action is instituted when indictment or information is returned or filed 


EXHIBIT C—4 


Personnel (Washington and field) 


June 30, Fiscal | Fiseal | Fiscal Fiseal ist half 
1953 year 1954 | year 1955 | year 1956 | year 1957 fiscal 
} | year 1958 


1. Pending in Department of Justice: 


(a) Civil only 5 
(6) Criminal only | 21 | 
(c) Both civil and criminal_-_-_. 0 
(d) Total cases pending. | 36 


2. Referred to Department of Justice: 
(a) (Omitted.) 





(6) Criminal only 58 42 41 17 3 
(c) (Omitted.) 
(d) Total cases referred 58 42 41 47 2B 
3. Closed by Department of Justice 
(a) Civil only: 
(1) Settled without court | 
action __ 3 l 4 l 3 
(2) Settled after court ac- | 
tion 1 l l d 0 
(3) Civil action declined 10 12 7 21 8 
(4) Total civil only | 
cases closed ___ __| 14 14 12 25 ll 
(h) Criminal only ; | 
(1) Prosecution declined 43 44 40 | 38 25 
(2) Convictions 5 1 7 4 5 
3) Acquittals 0 0 2 0 0 
(4) Total criminal | 
only cases closed 48 45 49 42 30 
(c) (Omitted 
(d) Total all cases closed in 
all aspects 62 59 61 67 41 
4. Pending in Department of Justice | | 
(a) Civil only. | 15 12 15 13 13 
(6) Criminal only | | 30 26 | 19 26 17 
(c) Both civil and criminal 0 0 1 l 


(a) Toral cases pending 45 38 | 35 40 31 





N 


‘eferred 


Total 


Ist half 
fiscal 
year 1958 
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Number of cases pending on December 31, 1957, referred to Department of 
Justice on or before June 30, 1956, status December 31, 1957 


(a) Civil only: 
Bettiement or judgment mot fully paid... ... ... ~. hc ens 1 
Court action instituted 1 
1 


Total civil only___- cite cadets da aceeiiebeada da eden ciiesnsi eee 3 
(b) Criminal only: 
No court action_____ 


ee: a en a a 1 
eT  COTMNEINE OUI Sooo ps wn ices bee koe ee 1 
(c) (Omitted. ) 
‘Total 03] canes. pemGiINIs ow kab ces Be ee 5 en eee cate 4 


Exuisir C—5 


Number of cases pending in Department of Justice on June 30, 1953, by 
categories as follows: 


Criminal only 


Number 
EE QOUIRRUNNCERNOY | DIU UIPONS ... icscs‘anniesi cs uecpiapbibiaieisaealineressddetion: bitmaatcg ous aan penan bbe anal 5 
I I a caiesnepsneientn eae naman pase at iia eee - 14 
Meat Inspection Act i es aa ace ec Sa le iT a Ree es 25 
Packers and Stockyards Act ____- Ae ge Se eee 68 
Commodity Exchange Act___.-.-._------- sp a = a cccessnictie i alhdllticaiiedi 2 
Miscellaneous laws ‘_____________~_ 5 li acta ee ca oh 2 es 5 


1U.S. Warehouse Act, U.S. Grain Standards Act, Plant Quarantine Act, Federal Insecti- 
cide, Fungicide, and Rodenticide Act, virus-serum-toxin law, Naval Stores Act, Agri 
cultural Marketing Act of 1946, as amended, assault legislation, bribery legislation. 


Number of cases referred to Department of Justice in each fiscal year after 
June 30, 1953, and in the first half of fiscal year 1958, by categories as follows: 


Criminal only 


July 1 to June 30 July 1 to 
Category le x55 eee ; _| Dee. 31, 
1957 
1953-54 1954-55 1955-56 1956-57 
Anima! quarantine laws 10 62 45 62 54 
Federal Seed Act 16 17 x 15 12 
Meat Inspection Act 36 24 39 55 19 
Packers and Stockyards Act 13 9 6 3 16 
Commodity Exchange Act 0 2 4 0 4 
Miscellaneous laws 4 7 3 5 3 


Number of cases closed in each fiscal year after June 30, 1953, and in the first 
half of fiscal year 1958, by categories as follows: 
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Criminal only 


PROSECUTION DECLINED ! 





CORPORATION 


July 1 to June 30 


Category 


| 1953-54 | 1954-55 


| 


Animal quarantine laws 


2 7 
Federal Seed Act 7 4 
Meat Inspection Act 5 12 
Packers and Stockyards Act 12 2 39 
Commodity Exchange Act 1 1 
Miscellaneous laws 4 3 

CONVICTIONS 
Animal quarantine laws 2 23 
Federal Seed Act 11 16 
Meat Inspection Act 21 22 
Packers and Stockyards Act 21 27 
Commodity Exchange Act 1 1 
Miscellaneous laws 3 4 
ACQUITTALS |! 

Animal quarantine laws 0 1 
Federal Seed Act 0 0 
Meat Inspection Act 0 0 
Packers and Stockyards Act 0 20 
Commodity Exchange Act 0) 0 
Miscellaneous laws 0 1 


1955-56 1956-57 
10 45 
1 2 
16 13 
3 4 
8 0 
1 2 
50) 14 
5 10 
16 17 
4 2 
0 0 
] l 
0 l 
1 0 
0 2 
0 4 
0 0 
0 0 


July 1 to 
Dec. 31, 
1957 


lI 
10 
13 


0 
0 


The category ‘“‘prosecution declined’’ includes cases where the Department of Justice determined that 
the facts did net warrant criminal action, whether before or after indictment, and cases where a grand jury 


declined to indict. 
The categ ‘ry ‘‘convictions’’ includes pleas of guilty and nolo contenders 
The category ‘‘acquittals”’ includes dismissals by the c-urt 


2 One additional Packers and St»ckyards Act criminal case was closed during this fiscal year but 


ire not readily available giving detailed information on the manner of disp sal 


essential, further efforts will be made to obtain it upon request 


Total criminal only cases closed 


July 1 to June 30 


Category 

1953-54 1954-55 

Animal quarantine laws 4 31 
Federal Seed Act 18 1” 
Meat Inspection Act 29 34 
Packers and Stockyards Act 33 46 
Commodity Exchange Act 2 2 
Miscellaneous laws 7 8 
Total 93 141 


1955-56 


wz 


116 


If such 


1956-57 


60 
12 
32 
10 
0 
3 


117 


records 


information is 


July 1 to 
Dec. 31, 
1957 


an 825 


1 additional Packers and Stockyards Act criminal case was closed during this fiscal year but records 
are not readily available giving detailed information on the manner of disposal 


essential, further efforts will be made to obtain it upon request 


If such information is 


N 


July 1 to 
| Dee. 31, 
1957 


= 


anose 


Il 
10 
13 


0 
0 


nined that 
rrand jury 


ut records 
‘mation is 


July 1 to 
Dec. 31, 
1957 
40 
14 
32 
I 
2 
6 
95 


it records 
mation is 
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Number of cases pending in Department of Justice at end of each fiscal year 
after June 30, 1953, and on December 31, 1957, by categories as follows: 


Criminal only 


Category June 30, | June 30, | June 30, | June 30, | Dec. 31, 
1954 1955 1956 1957 1957 
Animal quarantine laws ll 42 | 27 29 | 43 
Federal Seed Act 12 9 10 13 12 
Meat Inspection Act 32 | 22 | 29 | 52 3 
Packers and Stockyards Act 48 | 10 | 9 | 2 17 
Commodity Exchange Act 1 1 2 | 2 4 
Miscellaneous laws 2 2 | 3 | 5 2 


Number of cases pending on December 31, 1957, which were referred to the 
Department of Justice on or before June 30, 1956, by categories as follows: 


Status Dec. 31, 1957, criminal only 


Convicted Court No court Total 
but not action action criminal 

sentenced | instituted only 
Animal! quarantine laws 0 5 l 6 
Federal Seed Act 0 l 0 l 
Meat Inspection Act 0 3 2 5 
Packers and Stockyards Act 1 0 0 | 
Commodity Exchange Act 0 0 l l 
Miscellaneous laws ) l 0 1 
Total l 10 4 15 


NotI Statistics have not been included for cases under the Defense Production Act since all orders 
issued under that act by this Department have been terminated and it does not appear possible to compile 
complete statistics from the available records. Compilation of such data would be a substantial burden , 
involving searching of individual case files, with little prospect of being able to assemble all the information 
desired. However, if such information is deemed essential, efforts will be made to obtain it 


ExHisit C-6 
Criminal actions and/or civil damage claims, report of cases, marketing 


division, OGC? 


I. Number of cases pending in Department of Justice on June 30, 


categories : 


A. Civil only winttin — pal tile 0 
B. Criminal only: 


1953, by 


1. Agricultural Marketing Agreement Act___-- inavin nitaniegncad 28 
2. Perishable Agricultural Commodities Act _- : a 2 
3. Produce Agency Act_- siiiesiiapcaiauiiatlatae ale . ee acadectie {) 
4. Tobacco Inspection Act cali cana ; si i 5 
5. Anti-Hog-Cholera Serum and Hog-Cholera Virus Marketing Agree- 
ment Act ine oid maaan : hits i 0 
6. Cotton Standards Act . : ; 0 


7. Farm Products Inspection Act a 2 
8. Defense Production Act (war food orders) ; a 2 


9.. Peanut Statistics Act paieak : i) 
C. Both civil and criminal hacen ‘ ; 0 
1). Total cases pending er! ; 39 


This report includes all cases arising under the indicated statutes which were referred 
to the Department of Justice with a recommendation for criminal prosecution 
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II. Number of cases referred to Department of Justice for each fiscal year 
after June 30, 1953, and for first half of current fiscal year (period ending Decem.- 


ber 31, 1957), by categories: 


Category 
1953-54 
A. Civil only- 0 
B. Criminal only 

1. Agricultural Marketing Agreement Act 20 
2. Perishable Agricultural Commodities Act- 1 
3. Produce Agency Act 0 
4. Tobacco Inspection Act 1 

5. Anti-Hog-Cholera Marketing Agreement 
Act 0 
6. Cotton Standards Act 1 
7. Farm Products Inspection Act 0 
8. Defense Production Act 0 
9. Peanut Statistics Act. 0 
C. Both civil and criminal 0 
D. Total cases referred 23 


July 1 to June 30 


1954-55 


1955-56 


1956-57 


June 30 
to Dee. 
31, 1957 


a 





N 


‘al year 
Decem- 


June 30 
to Dee. 
31, 1957 
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I1I. Number of cases closed in each fiscal year after June 30, 1953, and the 
first half of the current fiscal year (period ending December 31, 1957), with in- 
formation showing manner of disposition : 


—_—_—— —-—- = 


June 30 











July 1 to June 40 
Category Oke tS re to Dec. 
31, 1957 
1953-54 1954-55 1955-56 1956-57 
A. Civil only : ; 0 0 0 0 | 0 
B. Criminal only 
1. Prosecution declined 
(a) Agricultural Marketing Agree- 
ment Act 4 13 17 8 | y 
(6) Perishable Agricultural Commod- | 
ities Act ‘ 1 0 0 0 0 
(c) Produce Agency Act ‘ 0 1 0 0 0 
(d) Tobacco Inspection Act 0 0 0 0 0 
(e) Anti-Hog-C holera Marketing | | 
Agreement Act 0 0 1 0 1 
(f) Cotton Standards Act 0 0 0 0 0 
(g) Farm Products Inspection Act l 0 0 1 0 
(h) Defense Production Act 0 0 1 0 0 
(i) Peanut Statistics Act 0 0 0 0 0 
Total . 6 14 19 9 10 
2. Convictions | 
(a) Agricultural Marketing Agree- 
ment Act 18 22 22 28 18 
(6) Perishable Agricultural Commod- 
ities Act 0 1 0 0 0 
(c) Produce Agency Act 0 0 2 0 0 
(d) Tobacco Inspection Act 3 0 3 1 0 
(e) Anti-Hog-Cholera Marketing 
Agreement Act__-. 0 7 8 5 l 
(f) Cotton Standards Act 0 0 0 1 0 
4g) Farm Products Inspection Act 0 0 0 0 0 
(hk) Defense Production Act 0 0 0 0 0 
(i) Peanut Statistics Act 0 1 0 0 0 
Total 21 31 35 35 19 
3. Acquittals 
(a) Agricultural Marketing Agree- 
ment Act 2 1 5 2 0 
(6) Perishable Agricultural Commod- 
ities Act......--. 2 0 0 0 0 
(c) Produce Agency Act 0 0 0 0 0 
(d) Tobacco Inspection Act 0 5 0 2 0 
(e) Anti-Hog-Cholera Marketing 
Agreement Act F 0 0 0 0 0 
(f) Cotton Standards Act 0 0 0 0 0 
(g) Farm Products Inspection Act 0 1 0 0 0 
(h, i) Defense Production and Peanut 
Statistics Acts 0 0 0 0 0 
Total 4 7 5 4 0 
4 Total criminal only cases closed 31 52 59 48 2 
C. Both civil and criminal 0 0 0 0 0 
D. Total all cases closed in all aspects 31 52 59 48 29 
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IV. Number of cases pending in Department of Justice at end of each fiscal 
year after June 30, 1953, and on December 31, 1957: 


June 30 


Ses December 
31, 1957 





1954 1955 | 1956 1957 
A. Civil only 0 0 0 0 0 
B. Criminal only | 
1. Agricultural Marketing Agreement Act 24 32 35 38 7 
2. Perishable Agricultural Commodities Act_ 0 0 0 0 0 
3. Produce Agency Act 0 1 1 3 3 
4. Tobacco Inspection Act 3 6 3 2 2 
5. Anti-Hog-Cholera Marketing Agreement 
Act ’ : i ‘ 0 . 6 2 l 
6. Cotton Standards Act__- 1 1 l 0 0 
7. Farm Products Inspection Act ® 1 0 0 l l 
8. Defense Production Act 0 0 0 0 0 
9. Peanut Statistics Act ‘ 0 0 0 0 0 
C. Both civil and criminal 0 0 0 0 0 
D. Total cases pending 29 | 48 46 46 34 


V. Number of cases pending on December 31, 1957, which were referred to 
the Department of Justice on or before June 30, 1956: 


Convicted Court No court 
but not action insti- action Total 
sentenced | tuted 


4. Civil only 
B. Criminal only 
C. Both civil and criminal 


D. Total all cases pending 


EXHIBIT D-1 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D.C., August 7, 1958. 
Hon. L. H. FouNTAIN, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives 


DEAR CONGRESSMAN FOUNTAIN: In further response to your letter of May 15, 
1958, relating to cases in litigation, we are transmitting information showing 
numbers of cases pending in the Department of Justice or in court, referred to 
the Department of Justice, and closed by that Department, by fiscal years dur- 
ing the period from June 30, 1953, to December 31, 1957, and also showing the 
manner of disposition, by categories as follows: 

(1) Farmers Home Administration cases. 

(2) Forest Service cases. 

(3) Agricultural conservation program cases. 
(4) Rural Electrification Administration cases. 

This completes the compilation and transmittal of the statistical information 
requested by your letter of May 15, 1958. Certain portions of the other informa- 
tion requested have previously been sent. 

The only information remaining to be transmitted in response to your request 
are descriptive summaries of specific Commodity Credit Corporation cases, in 
addition to those previously forwarded to you, and also section 32 and school 
lunch cases. We are nearing completion of the compilation of this remaining 
information, and it will be forwarded to you as soon as completed 

Sincerely yours, 
R. L. FARRINGTON, General Counsel 


——— ee 





December 
31, 1957 


‘red to 


Total 
0 
5 
0 
5 
958, 
overn- 


ay 15, 
owing 
red to 
s dur- 
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ExuHIBIT D-2 
FARMERS HOME ADMINISTRATION 


1. Number of cases pending in Department of Justice on June 30, 1953, by cate- 
gories as follows: 

Number 

I I asthe enc oncns sb dace aeoecbua ain i cea eect Ri ch ig ce 928 

NINN MOOI enn ccs isha done rina aia sabiinde cee aalpeidainanie etal 140 

Both civil and criminal 


SEU CO OE riick Bessie 

2. Number of cases referred to Department of Justice for each fiscal year after 
June 30, 1953, and for first half of current fiscal year (period ending December 
31, 1957), by categories as follows: 


June 30, 
to Dec. 
31, 1957 


Fiscal year 
Category 


Roepe 


1954 | 1955 1956 | 1957 | 
Civil only 341 | 316 | 279 | 166 | 140 
Criminal only 49 53 73 61 32 
Both civil and criminal 165 156 187 | 236 | 99 
Total cases referred 555 525 539 463 27 


3. Number of cases closed in each fiscal year after June 30, 1953, and the first 
half of the current fiscal year (period ending December 31, 1957), with infor- 
mation showing manner of disposition as follows: 


Fiscal year 
_| June 30 
to Dec 


Category et, Ce 


1954 1955 1956 | 1957 31, 1957 
Civil only 
Settled without court action 260 253 298 194 83 
Settled after court action 120 101 132 | 130 80 
Civil action declined 20 17 26 22 6 
Total civil only cases closed 400 | 371 456 346 169 
Criminal only | 
Prosecution declined 70 43 70 74 33 
Convictions | 13 15 | 22 15 9 
Acquittals 4) 2 l l 0 
Total criminal only cases closed 87 | 60 93 se) 42 
Both civil and criminal 
(1) Number of civil and criminal cases closed in 
both aspects 96 | 97 99 127 56 
(2) Civil aspects: 
Settled without court action 64 66 55 67 27 
Settled after court action 42 36 38 5O | 28 
Civil action declined | 8 | 14 27 33 21 
—= as os 
Total civil aspects closed 114 | 116 120 150 | 76 
3) Criminal aspects | 
Prosecution declined 104 | 113 | 129 147 58 
Convictions 51 41 37 24 12 
Acquittals 6 4 3 7 2 
lotal criminal aspects closed 161 158 169 178 72 
Total all cases closed in all aspects 762 705 938 794 359 
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4. Number of cases pending in Department of Justice at end of each fiscal] 
year after June 30, 1953, and on December 31, 1957: 


Fiscal year 


Category 


Dec. 31, 
1957 
1954 1955 1956 1957 
Civil only- 839 | 910 615 575 | 645 
Criminal only 46 41 29 29 36 
Both civil and criminal 306 212 221 216 216 
Total cases pending- -- -- 1, 191 1, 163 865 820 897 





5. Number of cases pending on December 31, 1957, which were referred to the 
Department of Justice on or before June 30, 1956: 


Status Dec. 31, 1957 
Civil only: 
Settlement or judgment not fully paid__-_-- oe 421 
Court action instituted 


ihn eile tn blu apne paca ap ite 63 
No settlement or court action eS ee al 66 
ees tee Ors oe. oa eae eaeenaenwanee an -- Ooo 


Criminal only: 
Ce EEE (OUR SOL ORION soos eee cr mcd enacts 2 
Court action instituted__ ni 2 
6 


No court action 


Total criminal only 


aa ae i 10 
Total both civil and criminal__- ; 189 
Both civil and criminal: 
Civil aspects: 
Settlement or judgment not fully paid sibaadvapeainsic 37 
Court motion Mistitute ok ec Sea. ipalrietaieite Biles acted 24 
No settlement or court action_____ piled nel mally os Aue I 36a 36 
Criminal aspects: 
Convicted but not sentenced- : : ; 6 
Court action instituted____________ jax sbi gceucetisde? 10 
No court action = : _t See 78 
Total all cases pending_________~- i atch dean ica pet vi icligbi cates ih _. 749 


ExHisrr D-3 
FORESTRY AND LANDS DIVISION 


1. Number of cases pending in Department of Justice on June 30, 1953, by 
categories as follows: 


Number 
Civil only 


> LEDS 157 
Criminal only = Ae ses ets : —_ 4 
Both civil and criminal- Pg Anise dig oon- og is ine a : 8 


Total cases pending : 169 





J 
3 





| Dec. 31, 
1957 











37 
reese 
36 


53, by 


Number 
157 

4 

8 


169 
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2. Number of cases referred to Department of Justice for each fiscal year after 
June 30, 1953, and for first half of current fiscal year (period ending December 
31, 1957), by categories as follows: 


Fiscal year June 30 

Category | tee ts at ato | to Dec. 

| | | 81, 1957 

| 1954 1955 1956 | 1957 

Civil only 89 | 92 79 | 65 | 38 
Criminal only 15 52 2 37 | i 
Both civil and criminal! | 5 5 7) 4 | 3 
Total cases referred __ 109 149 106 106 42 


3. Number of cases closed in each fiscal year after June 30, 1953, and the first 
half of the current fiscal year (period ending December 31, 1957), with informa- 
tion showing manner of disposition as follows: 


Fiscal year 


aah he ___| June 30 
Category l | | to Dec 
1954 | 1955 | 1956 | 1957 | 31, 1957 
Civil only | } 
Settled without court action 16 29 28 17 11 
Settled after court action 46 | 43 42 5D 24 
Civil action declined 7 | 4 s 1 2 
Total civil only cases closed 69 76 78 68 37 
Criminal only 
Prosecution declined | 1 5 18 3 
Convictions | ll 34 18 35 
Acquittals 2 2 
Total criminal only cases closed 12 41 38 38 
Both civil and criminal: 
Number of civil and criminal cases closed in both 
aspects 2 6 4 4 4 


Civil aspects 
Settled without court action 3 


Settled after court action 2 4 1 5 l 
Civil action declined 2 3 
Total civil aspects closed 2 6 4 5 4 
Criminal aspects 
Prosecution declined 1 | 7 2 2 4 
Convictions 1 | 1 2 
A cquittals | 
Total criminal aspects closed 2} 8 7 4 4 
Total all cases closed in all aspects 83 123 120 110 41 


4. Number of cases pending in Department of Justice at end of each fiscal year 
after June 30, 1953, and on December 31, 1957. 


Fiscal year 


Category Dec. 31, 
1957 
1954 1955 1956 1957 
Civil only 166 180 181 180 192 
Criminal only 10 15 x 4 5 
Both civil and criminal 10 15 13 il 8 
Total cases pending 186 210 202 195 205 


5. Number of cases pending on December 31, 1957, which were referred to 
the Department of Justice on or before June 30, 1956. 
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Status, Dec. 31, 1957 
Civil only: 
Settlement or judgment not fully paid 


see eee eee eee ewe oe emo eoe wo oe = .) 
rT NC a cle a 72 
Pee) ens, OF COOGEE GUO. kt dnc nncebads ancctiwenmsdwee 26 
1 ge il, ee. Se ke eee aes eee rea 33 
Criminal only: 
TE: UR” NCA Un esa ew cv cnislinelehaxctgeacen Stina 0 
Court action instituted_..._......___-_~- Keats oe ee 0 
DI So A caeas i adiueniaene eckidl a ae 3 
TI PRON = el ait itcecendteil 3 
Tete moth chet ami ‘ertenimeb uct eee 136 
Both civil and criminal: 
Civil aspects : 
Settlement or judgment not fully paid__- ‘ see és 0 
I sa sits semble a 2 0 
eS |: a re 3 
Criminal aspects: 
Cees WUE OI oii i nbn we ceccceencduccuu 0 
Coeert: abtion instituted. <.. =<. .05565.6...-... < - 2 
PaO Se SRO te cdee ccematendaienm ame = 1 


Total all cases pending _- 
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EXHIBIT D-4 


Statistical information on Department litigation, agricultural conservation 





> 35 program cases 
- 72 
- 26 ; aes a 
an Fiscal year 
133 Category ; | Total 
= | 1953 1954 1955 1956 1957 |Decem- 
| ber 1957 
0 
0 Pending: 
3 Civil only 31 39 27 22 20 20 159 
" Criminal only 1 7 1 0 1 0 10 
——— Both criminal and civil 16 ll 5 4 11 7 54 
3 i ae ee . 
== Total 48 57 33 26 32 27 223 
136 Referred: 
i Civil only 5 3 2 6 3 19 
Criminal only 3 6 3 0 0 12 
( Both civil and criminal 19 3 4 21 3 55 
) 
0 Total 27 12 14 27 6 86 
3 CLOSED CASES ee 
Civil only 
0 Settled without court action l 1 3 0 10 
9 Settled after court action 2 12 7 ‘ 4 7 
& Civil action declined 0 0 3 2 0 5 
1 oe 
nti Total, civil only 3 13 13 10 4 43 
139 Criminal only 
Prosecution declined 3 5 3 0 0 il 
Convictions 0 0 0 0 0 0 
Acquittals 0 0 0 0 0 0 
Total, criminal only 3 5 3 0 0 ll 
Both civil and criminal 
Cases closed, both aspects 3 11 6 ll 37 68 
Civil aspects 
Settled without court action 15 4 4 5 5 33 
Settled after court action 2 4 0 0 0 6 
i Civil action declined 0 0 2 2 1 5 
Total civil aspects closed 17 8 6 7 6 44 
Criminal aspects 
Prosecution declined 15 6 s 8 9 46 
Convictions 7 3 0 2 0 12 
Acquittals 0 2 0 0 0 2 
Total criminal aspects closed 22 ll s 10 Q 60 
Total all cases closed in all aspects 15 29 25 24 49 142 


Status of cases pending on Dec. 31, 1957, which were pending on or before June 30, 1956 
Civil only cases 12 


Settlement or judgment not fully paid 7 


No settlement or court action 3 
Court action instituted 2 
Criminal (both aspects 3 


Civil aspect 
Court action instituted 
No settlement or court action 
Criminal aspect: No court action 3 


Total 
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ExHIsiITt D-5 
LITIGATION ARISING OutT Or RURAL ELECTRIFICATION ADMINISTRATION PROGRAMS 


1. Cases pending in the Department of Justice on June 30, 1953, by categories 
as follows: 


IP a hs occas a oh ig rma pacha Wg baci indie aioe aie ne 3 
A” et ee een |S nee 5 
nr I asl as a ee ra 8 


2. Number of cases referred to Department of Justice for each fiscal year after 


June 30, 1953, and for the first half of current fiscal year (period ending Decem- 
ber 31, 1957), by categories: 
Both civil and criminal: 


Fiscal year: 


Ue Rt gee SE ee eee ee - 7 
we a ee ee Median ee ce le ead ac aiare i eteemintiali 6 
1956__ " Sd oi in Ge 4 
1957 _- Ce eee cue teapaderming derive eaa Le ea ee 2 
Period ending December 31, 1957____~- ; 6 


» 


3. Number of cases closed in each fiscal year after June 30, 1953, and the first 
half of the current fiscal year (period ending December 31, 1957), and manner 
of disposition.’ 


Fiscal year Ist half 
Category fiscal 
year 
1954 1955 1956 1957 1958 
Both civil and criminal 
Number closed in both aspects 1 3 2 1 0 
Civil aspects 
Civil action declined 3 4 5 6 1 
Total civil aspects closed 3 4 5 6 l 
Criminal aspects 
Prosecution declined 4 6 3 2 1 
Convictions 0 l 1 0 0 
Acquittals 0 0 0 0 l 
Total criminal aspects closed 4 7 } 2 2 
Total all cases closed in all aspects 4 7 7 7 1 


‘Excluded from the tabulation is one case which was referred to the Department of 
Justice in 1950. We were informed on July 22, 1953, that the case had been closed by 
the Department without criminal prosecution, but the letter indicated that this had 
occurred some time previously. 








nN 


OGRAMS 


egories 
3 
5 


mes 


8 


ir after 
Decem- 


i 
-_a- 


» 


6 
he first 
manner 


Ist half 
fiscal 
year 
1958 


ment of 
losed by 
his had 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 297 
4. Number of cases pending in the Department of Justice at the end of each 
fiscal year after June 30, 1953, and on December 31, 1957: 


Fiscal year 


Category : : Dec. 31, 
1957 
1954 | 1955 1956 1957 | 
| 
2 i “ nail ines |- 
Civil only 4 | 7 6 2 3 
Criminal only 0 0 | 0 0 0 
Both civil and criminal 7 3 1 0 4 
Total cases pending 11 | 10 7 2 7 


5. Number of cases pending on December 31, 1957, which were referred to the 
Department of Justice on or before June 30, 1956: 
Both civil and criminal aspects: 
Civil aspects: 
Settlement or judgment not fully paid____- ici si Nia il ae ia 0 


Court action instituted_- sag esl aK a — e 0 

No settlement or court action ‘all i asec 1 
Criminal aspects : 

Convicted but not sentenced ; icicle cums aa = 0 

Court. action: inshiitet. «<6... dined ote Sie ince cli l 

Neo Gobi GOben... 5.6656 ee 2 kd eee ee ee aes 0 

otal all cases pending on i Sasiciaaeteaeacraade shia atiichiaidieiestiboatisbeaaad 1 
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AS AMENDED NOVEMBER 1957 


INTERNATIONAL COOPERATION 
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UMITEO STATES OF AMERICA 


Washington, D. C. 











ICA REGULATION 1° 


TITLE 22—FOREIGN RELATIONS 


Chapter !l—International Cooperation Administration, Department of State 














| PART 1— PROCEDURES FOR FURNISHING ASSISTANCE TO (2) Reporting 

| COOPERATING COUNTRIES (3) Deliveries 

§ 201.1 Definition of tern (4) Inland transportation 
(A) “The act (B) Submission of documentation of delivery 
(B) “ICA” (C) Ocean transportation PA's or PIO’s 
(C) “The Director (1) Deliveries : 
(D) “Cooperating country (i) Between initial and terminal deli 
(E) “USOM dates. 
(F) “The Director, USOM (ii) Fixing of delivery 
(G) “Banking intsitution in the United State (2) Submission of documentation r 
(H) “Approved applicant $201.6 General provisions deemed incorp 
(1) “Reimbursement PA's and PIO's 
(J) “Delivery (A) Reimbursement 
(K) “Importer (B) Assignment of right to receive burs 
(L) “Supplier (C) Modification or revocation 
(M) “Source (D) Refund to Director 
(N) “Comr n (1) ¢ Ybligation of cooperating country 
(O) “Discount (2) Period for making refund demand 


(P) “Project (E) Discounts 
$201 What t ined (F) Commissions 





(A) Subpart A ( Aap rs agen 
1eent 

(1) Non-project-type assist E (2 ales agents 

(2) Pr ae 4 (G) Adjustment refunds and adjustment 
(B) Sut part | (1) Requirements for credit to ICA 
' es : ? ler ~ es wm no! 
(C) Subpart ¢ cutie Notice to ICA from supr 

. s e 
(D) Subpart D nsuran ; 

“Ke i (1) Eligibility for ICA financing 

(E) Subpart I 


(2) Advice to insurer of PA or PIO n 
Subpart A—Authorization Procedure (3) Instructions by cooperating country 


porter 


§ lon-proiec t - sist 4 t 
Non-project type assistanc . (4) Documentation for reimbursement 
curement 


authorization 





premiums 











r 
zations (5) Anti-discrimination requirement 
(1) Airmail distribution of n bills of ladi 
(J) Price tations 
(K) Export licenses 
(L) Diversions 
(1) Agreement by cooperating int 
importer. 
(2) ICA financial responsibility 
3 1 Proje assistance: A f (3) Rights of holder of letter of 
project proposals, pr t ag ts and (M) Re-export 
implementation orders (N) U. S. flag vessel shipping requirement 
A) Allotments for projects and proje posal (1) Scope of cooperating count ns 
(B) Project agreements and project implement (2) Non-availability of U. § 
orders (O) Transportation limitations 
(1) Issuance and s f (P) Special provisions 
(2) PIO numbers $201.7 Ocean Transportation 
(C) Commodity codes (A) Eligibility for ICA financing 
Contracts and deliver elis f fin (1) ICA-financed carg 
ider procurement auth¢ tions a | t (2) Non-ICA financed carg 
mplementation order (B) Rate lim 
{ A) ( mir ty ind rv e PA ; r \) (Cc) Reimburs« 
(1) Cor cts (1) Dry 
(i) Init tracting da (i) 
(ii) Termina ntracting dat (ii) te 
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(iii) Demurrage and dispatch earnings (4) Form of reimbursement 
(iv) Brokerage ress Commissions (5) Protection of bank making paym«e 

(2) Dry cargo liner nts (6) Rights of bank where PA or PIO hed 
(i) Costs under conference rates (7) Reimbursement under bank rtificat 





(ii) Related shipping costs (8) Successors and assigns 
(3) Tanker shipments ‘ § 201.17 Letter of commitment to a 
(i) Costs un ick Charter parties or contract (A) Nature and purpos 
(ii) Related shipping costs (B) Assignment of monies receiva 
(D) Prior review of charter parties by ICA (C) Documentation for payment 
§ 201.8 Ships’ dollar disbursement § 18 Documents required for rei 
§ 201.9 Procurement by U. S. Government agencies (A) For cost of con y 





aoe (1) Voucher SF-114¢ 
Subpart B—Responsibilities of Importers & (2) Supplier's certificat 





Suppliers (i) Coverage: 


(a) Cost of commodit j 







































§ 201.1 Infor , bY ee (b) Cost of ocean 
ere (c) Cost of marine insura 
(A) Duty of in (ii) Special provision in case of direct re 
(B) Dut — ursement to cooperating country 
§ 201.11 Contracts and deliveries (3) Evidence of sh 
$201.12 Marking requirement (i) Bill substi | 
(A) Affixation of ICA m and authorizatior (ii) Tanker shipments | 
numbers (iii) Bank certificate for shipments from 
(1) Size of embier United States 
(2) Color of emblen (a) Shipment document sent by 
(B) Exception to r irement (b) Shipment document held by 
(1) For certa (iv) Bank certificate for shipments from 
2) For other i approval by outside United States 
ICA (4) Supplier's invoice 
§ 201.13 Information for Off f Small Business/ICA (5) Additional or si 
(A) Notice of proposed procurement (B) For cost of ocean fre 
tae IPR eae die Bi eee te aa (1) Voucher SI 
(B) " ee pene (2) Supplier's 
(UC) Matice of formal Did invitations and waiting (3) Charter party or a 
os . (4) Bill of lading shin 
(D) W ng peri where incomplete notice fur sane 
scibiat _, ment. 
(E£) Exception to not agricultur 52) eer eee seta 
commodities (C) ee 
(F) Notice of bids received 
(1) When bids received on basis of f 
vitation : 
(2) When bids received on basis other than Gace ieaads ae eee 
formal bid invitations i) Dice Ghee eaeee eles ade 
Subpart C—Reimbursement for Assistance bursement includes travel, material, 
§ 201.14 Types of reimbur 1 ) \ ae aa 
(A) Direct reimbur Gi) Bi em i ca ed 
(B) Letters of Commitment to United States banks Sa % . F 
(C) Letters of ¢ itment to United States sup (4) ‘Cotifices Ss 
1 (6) Ad k ted t 
(D) ¢ ee : 3 oa (D) Supplier ertincat and invoice t 
te 
§ 15 Reimburs« f pecihce proct (1) Forrn lier’s tificat 
(2) Ex t supplier's rtif 
§ Letter of nt to + ti (3) Contents of abstract 
A) Nature and | § 201.19 Procurement by United Stat 
(B) Documentat t Agencics 
(C) General prov 5 leemed incorporat 
ae ad , Subpart D—Price Provisions 
(1) F | § 201.20 Purchase in bulk of mmodit 
2) € t (A) Adjusted market pr 
(i) Certifica f a: € (B) Scope 
( ponsibilit f bank for sur (C) Determination of adjusted market pri 
plier statements in ICA } g €20121 Pur e prices | 


(3) D ments for ICA (A) Scope of this section 
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(1) Price limitations 
) j (i) Criteria 
at (ii) Compliance 
(2) Applicability of section 





(B) Meaning of terms in this section 
(1) Similar commodity. 
(2) Comparable sale. 
(i) In general 
(ii) Under special market conditions 
(3) Competitive sellers. 
(4) Manufacturers, producers or processors 
(5) Export differential 
(6) Time of purchase 


i (C) Comparison of prices 


(1) When to use same or similar commodity 


| (2) Adjustment of domestic price 
t re 


(D) Prices for purchases in the United States 
country 


| (1) Class I; certain listed commodities 
(i) Transactions included 
(ii) Price limitation. 
its from (2) Class I]; purchases of unlisted commodities 
from manufacturers, producers or pro 
by bank cessors (primary sellers) 
by bank (i) Transactions included 
its from (ii) Price limitation 
(a) Domestic price base. 
(1) Supplier's comparable sales 
(2) Supplier's non-comparable 
sales 
(3) Competitor's comparable 
sales 
shtment (b) Export ‘differential 
(1) Supplier's comparable sales 
(2) Competitor's comparable 
sales 


of ship 


(iii) Non-recognition of excessive export 
differential 
(3) Class III; purchases of unlisted commodi 
ties from sellers (secondary sellers) other 
than manufacturers, producers, or pro 
© feim cessors 


progress 


rial, or (i) Transactions included 
(ii) Price limitation 
(a) Domestic price base 
(1) Domestic price of manufac 
turer, producer or processor 
(2) Domestic price of other 
| manufacturers, producers or 
act processors 
(3) Supplier's cost of acquisition 
(b) Export differential 
(1) Supplier's comparable sales 
(2) Competitor's comparable 
sales 
(iii) Non-recognition of excessive export 
lifferential 
(4) Class IV; special rules for certain com 
modities 
(i) Petroleum products 
(a) Purchases from any source 
(b) Purchases from non-United States 
sources 
(c) Special meaning of ‘price’ 


(E) Prices for purchases outside the United States. 
(1) Commodities listed in Class I in para- 
graph (d) (1) of this section 
(i) Price limitation. 
(a) United States export price. 
(b) Source country export price. 
(ii) Additional price limit for sugar 
(2) Unlisted commodities. 
(i) Price limitation. 
(ii) Supplier's comparable export sale. 
(iii) Source country principal supplier's 
export sale. 
(iv) United States principal supplier's ex- 
port sale. 
(v) Meaning of “principal supplier’. 


Subpart E—Responsibilities of Banking 
Institutions 
$ 201.22 Responsibilities of banking institutions in con- 
nection with letters of commitment issued to 
them. 


(A) Documents required for reimbursement. 


(B) Non-responsibility of bank for contents of 
documents 

(C) Responsibility of bank for examination of 
documents 


(1) Nature of responsibility 

(2) Limitation on responsibility. 

(3) Reservation of rights by ICA against sup- 
plier and cooperating country 


(D) Delivery 
(E) Source. 


(F) Destination. 

(G) Description. 

(H) Discounts and purchasing agents’ commissions 

(1) General provisions of PA's and PIO’s 
(1) Reliance by bank on supplier's certificate 
(2) Provisions beyond bank responsibility 

(J) Ocean transportation. 

(K) Contracting and reporting under PA’s and 
PIO’s. 

(L) Responsibility of importers and suppliers. 

(M) Bank letter of commitment; expiration in let- 
ter of credit transactions. 

(N) Bank letter of commitment; payment to third 
persons 


(O) Bank unable to deliver or send non-negotiable 
document to forwarding agent under § 201.18 


(a) (3). 


Subpart F—Waiver Authority and Transitory 
Provisions 


§ 201.23 Waiver and amendment authority 
$201.24 Continuation in effect of certain prior issuances 
§ 201.25 Transitory provision 


AuTuHoRrITY: $§ 201.1 to 201.25 issued under sec. 525, 
68 Stat. 856, as amended; 22 U. S. C. 1785. Interpret 
or apply secs. 131, 132, 201, 302, 504, 509, 510, 522, 
68 Stat. 838, as amended, 840, as amended, 841, 851, 
853, as amended, 855; 22 U. S. C. 1756, 1761, 1762, 
1782, 1841, 1842, 1871, 1892 
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§ 201.1 Definition of Terms. For the Purposes of This Part 


(A) “The act’ means the Mutual Security Act of 1954 (Pub. Law 665, 83d Cong.), as 
(B) “ICA” means the International Cooperation Administration, including, when applicable, 
h USOM (paragraph (E) of this section) 
(C) “The Director” means the Director of the International Cooperation Administration ¢ 
the Deputy Director or any person authorized to perform the functions of the Director or Deputy Di 
tor in respect of this part 
(D) “Cooperating country’ means any country in which ICA has a program under the act 
(E) “USOM” means the ICA mission to any cooperating country 
(F) “The Director, USOM" means the head of the ICA mission to any cooperating country 
Deputy Director of any such mission or any person authorized to perform the functions of the 
Director or Deputy Director, USOM, in respect of this part 


th 


(G) “Banking institution in the United States’ means a banking institution organized under 
the laws of the United States, any State, territory or possession thereof, or the District of Columbia 

(H) “Approved ipplicant’ means the cooperating country or any person or organization, gov 
ernmental or otherwise, named as approved applicant in any letter of commitment issued to a banking 
institution in the United States pursuant to Subpart C of this part ind shall include any agent au 


thorized to act on behalf of an approve j applic int 


(1) “Reimbursement’’ means any of the methods set forth in Subpart C of this part used by 
ICA to pay for any commodity or service furnished to a cooperating country under the act 


1) “‘Delivery’’ means the transfer to or for the account of a cooperatin 


g country of custody 
ht of possession of any commodity or the rendering to or for the account of a cooperating coun 


iny service 





(K) “Importes ins any person or organization, governmental or otherwise, to which co 
rating country has ma subauthorization (see § 201.3 (D), or which has been designated as an 
uuthorized agent’’ in a project implementation order illed “PIO” in this part) or subauthorized by 


such authorized agent (see § 201.4) 


(L) “Supplier” means any person or organization, governmental or otherwise, which furnishes 
ommodity or service under the act 
M) “Sour means the country or area from which a commodity is shipped to the cooperat 


ing country. Where, however, a commodity is shipped from a free port or bonded warehouse in the 


form in which received therein, ‘source’ shall mean the country or area from which the commodity 


was shipped to the free port or bonded warehouse 


(N) ‘Commission’ means any sum paid or to be paid t 1 agent, broker, or other representa 
n connection with a sale financed by ICA 
(O) “Discount” means that amount by which the supplier's gross sales price is reduced by a 


redit, refund or other allowance made or to be mide to the buyer or consignee 


(P) “Project’’ means a single integrated undertaking or enterprise within a cooperating coun- 


try, which has been mutually agreed upon by ICA and the cooperating country government and which 


requires financing by ICA of services and/or commodities specifically needed for the accomplishment of 


§ 201.2 What This Part Does 
Subpart A. 


> 


(1) Non-project type assistance. Subpart A of this part describes the procedures for enab 
ling cooperating countries to use ICA funds to get commodities and services under the act. Subpart A is 
livided into two broad categories. The first category deals with the authorization procedures for pro 

irement of commodities and services in non-proye t type assistance programs In general it provides 


for the submission of procurement authorization applications by cooperating countries ar 1 the issuance 
I I 
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of procurement authorizations (called ‘‘PA’s’’ in this part) by ICA and subauthorizations thereunder by 
cooperating countries. 


(2) Project type assistance. The second broad category deals with the authorization proced- 
ures for the procurement of commodities and services required for projects. In general, it provides for the 
development of a project proposal jointly by the cooperating country and the applicable USOM, the ex- 
ecution of a project agreement between the cooperating country and ICA, and the issuance of PIO’s there 
under. PIO’s may be issued for various segments of a project but the only PIO’s subject to this part 
(except where otherwise indicated in the applicable PIO’s) are those PIO’s which provide for the pro 
curement of those commodities and services covered by the ICA Commodity Code Book. 


(B) Subpart B. In general, the fact that a particular purchase is to be paid for by ICA will 
not basically affect the way in which an importer or supplier does business. Subpart B of this part, 
however, describes certain things which an importer must do when he has been told that he is buying 
under the act, and which a supplier must do when he obtains an order that is to be paid with ICA funds 


(C) Subpart C. Subpart C of this part describes the procedures for obtaining reimbursement 
for assistance furnished under the act. 


(D) Subpart D. Subpart D of this part contains the price provisions applicable to purchases of 
commodities that are to be paid with ICA funds. 


(E) Subpart E. Subpart E of this part describes the responsibility of banking institutions in 
the United States in connection with letters of commitment issued to them by the Director 


SUBPART A—AUTHORIZATION PROCEDURE 


§ 201.3. Non-Project Type Assistance: Allotments, Procurement Authorization Applications, Pro- 
curement Authorizations and Subauthorizations— 


(A) Allotments and procurement authorization applications. ICA will from time to time 
determine an amount of ICA funds to be allotted for various cooperating countries for non-project type 
assistance, to be available for the purchase of commodities and services. From time to time the cooperat- 
ing country will indicate on PA applications the dollar and/or local currency amounts of the com- 
modities and services which the cooperating country desires to procure with its allotted funds. Supple- 
mentary information with respect to PA applications may be required from time to time. 

(B) Procurement authorizations— 


(1) Issuance and scope of authorization. ICA will review each PA application to de- 
termine that the proposed purchases of commodities and services for delivery to the cooperating country 
are in accordance with the objectives of the act. Upon such a determination, ICA will, as soon as prac- 
ticable, issue appropriate PA's for acceptance by the cooperating country. These PA’s will cover the 
commodities and services for the purchase of which the cooperating country may make subauthoriza- 
tions to importers, and will specify the maximum dollar and/or local currency gmounts which ICA will 
finance, the source from which the commodities and services (other than ocean transportation) are to 
be obtained, the periods during which contracts and/or deliveries are to be made, and any other provi 
sions deemed necessary by ICA. Each PA will bear a PA number, and the issuance of a PA will con- 
stitute authority to the cooperating country to subauthorize its importers to use the procurement au 
thorization number in placing orders for the purchase of the commodities and services specified in the 
procurement authorization to be delivered to the cooperating country. Cooperating countries may request 
ICA to makes changes in PA's 


(2) PA numbers. PA numbers will indicate the cooperating country to which the authoriza 
tion is given, the commodity code number, the source from which the commodity or services are to be ob- 
tained, and a serial number. An example of a PA number is as follows: 


40 010 | 00 5001 


Cooperating Commodity Serial 
; : source 
country code No 
Greece Bread Grains U. S. and Possessions ... 
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(C) Commodity codes. PA applications will be made in terms of the ICA Commodity Codes I 
which are listed in the official ICA Commodity Code Book, as revised July 1, 1952, or in subsequent 
revisions. Authorization will normally be made in the same commodity codes, but in certain instances 
the PA may be restricted to one or more commodities within a commodity code. 


(D) Subauthorizations. For all procurement under PA’s, the cooperating country will make 
subauthorizations to importers within the terms of the PA’s. The cooperating country, in subauthoriz- 
ing, will instruct the importer to use the PA number in placing orders, and will specify to importers the 
commodities or services, source, applicable currency, periods during which contracts and deliveries must 
be made, and all of the special provisions of the PA which are applicable to the subauthorization. 


§ 201.4 Project Type Assistance: Allotments For Projects, Project Proposals, Project Agree- 
ments and Project Implementation Orders— 


(A) Allotments for projects and project proposals. Apart from the allotments referred to 
in § 201.3 (A), ICA will from time to time determine an amount of ICA funds to be allotted for proj- 
ect purposes. From time to time project proposals developed jointly by the applicable USOM and the 
cooperating country will be prepared showing the nature of the project and the dollar and/or local 
currency amounts of commodities and services needed for the project. 


(B) Project agreements and project implementation orders— 


(1) Issuance and scope of authorization. ICA will review each project proposal to de- 
termine that the proposed project and purchases of commodities and services for the project are in ac- 
cordance with the objectives of the act, and, upon such a determination, ICA will, as soon as practicable, 
enter into an appropriate project agreement with representatives of the cooperating country The proj- 
ect agreement will describe the nature of the project, indicate amounts of funds by currency allocated to 
the project by ICA and the cooperating country, respectively, the duration of the agreement, and such 
other provisions as may be deemed aecgenary by ICA. Procurement for the project of commodities and 
services covered by the ICA Commodity Code Book shall, unless otherwise provided, be made only upon 
issuance of a PIO and in accordance with the terms of the PIO issued by ICA in Washington, D. C 
or the applicable USOM and accepted by the cooperating country representative. With regard to the use 
of ICA funds, these PIO’s will cover the commodities and services to be procured for the project, will 
lesignate the importers ons to purchase such commodities and services therefor, and will spe- 
ify the maxiowmn, dollar and/or local currency amounts which ICA will finance, the source from which 
the commodities and services + (other than ocean transportation) are to be obtained, the periods during 
which contracts and/or deliveries are to be made, and any other provisions deemed necessary by ICA 
Each PIO will have a PIO number, and the issuance of a PIO will constitute authority to importers to 
use the PIO number in placing orders for the purchase of the commodities and services specified in the 
PIO to be delivered to the project on behalf of the cooperating country. Cooperating countries may 
request ICA to make changes in any PIO 





(2) PIO numbers. PIO numbers will indicate the applicable cooperating country, the field 
of activity (e.g., public health, education), the project number, and a serial number. An example of a 
PIO number is as follows 





65 | 23 001 550001 





Cooperating Project Serial 
Activity ' | t, 
country ’ Ni No 
frat: ..6 s AOORS ..| Industry (cement plant) 


(C) Commodity codes. Commodities and services needed for projects will be indicated on 
project proposals in terms of the ICA Commodity Codes which are listed in the official ICA Commodity 
Code Book, as revised July 1, 1952, or in subsequent revisions 
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§ 201.5 Contracts and Deliveries Eligible for Financing Under Procurement Authorizations and 
Project Implementation Orders— 


(A) Commodity and service PA’s and PIO’s— 
(1) Contracts— 


(i) Initial contracting date. Contracts for the purchase of commodities and services 
will not be eligible for financing under a PA or PIO if made prior to the date of issuance, or in the 
event that an initial contracting date is specified, if made prior to the specified date. 


(ii) Terminal contracting date. PA’s and PIO’s will indicate, in addition to an initial 
contracting date, a terminal contracting date. The terminal contracting date will normally be three to six 
months subsequent to the first day of the month following the month in which the PA or PIO is issued 
In making subauthorizations under a PA or PIO the cooperating country or authorized.agent, as the case 
may be, must specify that contracts under the subauthorizations must be made on or before the terminal con- 
tracting date. Contracts made after the terminal contracting date will not be eligible for financing under 
the PA or PIO unless deliveries under such contracts are made within the specified delivery period (see 
subparagraph (3) of this paragraph) 


(2) Reporting. With respect to PA’s only, the cooperating country shall, in accordance 
with instructions issued by ICA, report within 30 days after the terminal contracting date the total or 
estimated total value of all contracts entered into pursuant to subauthorizations made under the PA, 
whether or not deliveries have actually been made. If the total or estimated total value of such contracts, 
as so reported, is less than the total dollar and/or local currency amount of the PA, the PA will be reduced 
by the amount of the difference. If no such report is filed by the cooperating country within 30 days after 
the terminal contracting date, ICA will assume that the PA has been fully subauthorized and contracted 
for, and no reduction in the PA will be made 


(3) Deliveries. Each PA or PIO will also state a delivery period. The period wili be in- 
dicated normally by two dates: (i) The date before which deliveries may not be made (initial delivery 
date) and (ii) the date on or before which deliveries must be made (terminal delivery date). Where, how 
ever, an initial delivery date is not specified, the date of issuance of the PA or PIO shall be deemed to be 
the initial delivery date. Deliveries made before the initial delivery date or after the terminal delivery date 
will not be eligible for ICA financing under the PA or PIO. ICA may extend the terminal delivery date 
for limited periods on an individual contract basis, if the contract was made on or before the terminal con- 
tracting date 


(4) Inland transportation. Inland transportation other than within the cooperating country 
(except to the first port of entry) will be eligible for financing under commodity and service PA's or PIO’s 
provided that such transportation services are delivered on or after the initial delivery date and on or be- 
fore the terminal delivery date specified on the PA or PIO. The date of delivery of inland transportation 
services shall be deemed to be the date of the related railway, barge, truck or airway bill of lading, sub- 
mitted under § 201.18 


(B) Submission of documentation of delivery, In the case of reimbursement by letter of com- 
mitment to a bank, the submission of documentation shall be in accordance with § 201.16 (C) (2). In 
the case of other types of reimbursement, proper documentation of deliveries, in accordance with § 201.18 
(B) must be presented within 90 days after the latest date on which deliveries may take place under the 
PA or PIO, to the Controller, ICA, Washington, D. C., or to the appropriate USOM Controller if so 
specified in the PA or PIO. 


(C) Ocean transportation PA’s or PIO’s. Ocean transportation PA's or PIO’s will not be sub- 
ject to the provisions of paragraphs (A) and (B) of this section, but will be subject to the following pro 
visions: 

(1) Deliveries— 

(i) Between initial and terminal delivery dates. Delivery of ocean transportation 

services may be made at any time on or after the initial delivery date and on or before the terminal delivery 
date specified on the PA or PIO. 


(ii) Fixing of delivery date. The date of delivery of ocean transportation services 
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shall be deemed to be the date of the related bill of lading, airway bill, or the cablegram alternatively sub. 
mitted under § 201.18. 


(2) Submission of documentation of delivery. In the case of reimbursement by letter of 
commitment to a bank, the submission of documentation shall be in accordance with § 201.16 (C) (2) 
In the case of other types of reimbursement, proper documentation in accordance with § 201.18 (B) must 
be presented, within 120 days after the date of the bill of lading covering ocean shipment, to the Controller, 
ICA, Washington, D. C. or to the appropriate USOM Controller if so specified in the PA or PIO. 


§ 201.6 General Provisions Deemed Incorporated in PA’s and PIO’s. Each PA or PIO issued shall 
be deemed to incorporate the following provisions: 


(A) Reimbursement. Upon receipt of the documents required for reimbursement by this part, 
ICA will make reimbursement up to the amount specified in the PA or PIO for the assistance described in 
the PA or PIO, such reimbursement to be made by any one of the methods prescribed in Subpart C of 
this part 


(B) Assignment of right to receive reimbursement. The right to receive reimbursement un- 
der a PA or PIO may be assigned, in whole or in part, to a banking institution in the United States, but 
no such assignment shall be valid unless the proposed assignee has been named in a letter of commitment 
or otherwise approved by the Director or a Director, USOM. 


(C) Modification or revocation. The Director with respect to a PA or PIO, and a Director, 
USOM, with respect to a PIO, reserves the right at any time and from time to time, and for any reason 
or cause whatsoever, to supplement, modify, or revoke any PA or PIO (including termination of deliver- 
ies under the PA or PIO). In the event of any supplement, modification, or revocation, the right of reim- 
bursement will be modified or terminated accordingly, except that if a letter of commitment has been issued, 
the rights of the holder of any such letter of commitment shall not be affected except to the extent specified 
in such letter of commitment 


(D) Refund to Director—(1) Obligation of cooperating country. The cooperating country 
will pay promptly to the Director upon demand the entire amount reimbursed (or such lesser amount as the 
Director may demand) whenever full documentation is not furnished within the specified time, or when- 
ever it appears to the Director that the documentation submitted by or on behalf of the cooperating country 
(or any approved applicant named in a letter of commitment) does not support the expenditure for which 
the reimbursement was made, or whenever the Director determines that the reimbursement was improper as 
being in violation of any of the provisions of the act, any acts amendatory thereof or supplemental thereto, 


any relevant appropriation acts, or any rules, regulations or procedures of ICA promulgated under any of 
said acts 


(2) Period for making refund demands. Demands for refunds from cooperating coun 
tries under this part may be made by the Director within five years after the date of reimbursement by ICA 


(E) Discounts. If a contract for which reimbursement is claimed provides for one or more dis- 
counts, only the invoice amount after discount (seller's gross price less all discounts) will be eligible for re 
imbursement. 


(F) Commissions—(1) Purchasing agents. No commission paid or to be paid to an agent, 
broker or other representative of an importer will be eligible for reimbursement 


(2) Sales agents. A commission paid or to be paid to an agent, broker, or other represen- 
tative of the supplier (domestic or foreign) is not prohibited and will be eligible for reimbursement. How 
ever, if the amount of any such commission exceeds the amounts paid by the supplier's competitive sellers or 
exceeds the amounts paid by the supplier in comparable sales, the Director may, subsequent to reimburse 
ment, request repayment from the importing country of the amount of such commission. The amount of 
such commission shall be fully reported by the supplier on ICA Form 280 (see § 201.18 (D)). A pay 
ment, credit, or other allowance to a foreign distributor of a supplier, in connection with direct imports by 
such a distributor for his own account, however, is not to be considered as an agent’s commission but as 
a discount, as defined in paragraph (E) of this section, and must be deducted from the gross amount of 
the supplier's invoice 
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(G) Adjustment refunds and adjustment credits— 


(1) Requirements for credit to ICA. If an importer receives an adjustment refund, or an 
adjustment credit, arising out of the terms of a contract or out of the normal customs of the trade, 
the Director will, in making reimbursement directly to a cooperating country, withhold the amount of 
such refund or credit; in case of other types of reimbursement, the Director will request repayment of the 
amount of such refund or credit from the cooperating country. 


(2) Notice to ICA from supplier. Upon settlement of a claim for an adjustment refund 
or an adjustment credit, the supplier shall immediately give written notice to the Controller, ICA, Washing 
ton, D. C., indicating the PA or PIO number, the name and address of the importer, the date and amount 
of the original invoice, and the reason for the refund or credit and the amount thereof 


(H) Insurance— 


(1) Eligibility for ICA financing. Dollar payments of premiums for ocean marine in- 
surance (including war risk insurance) on ICA-financed commodities procured in the United States will be 
eligible for financing by ICA under a commodity PA or PIO if such insurance is 


(1) Placed by the importer (or by the supplier or any other person if authorized so 
to do by the importer in a cable, written document, or the letter of credit): and 


(ii) Placed at the lowest available competitive rate. 


(2) Advice to insurer of PA or PIO number. The importer, supplier, or other person 
placing such insurance shall furnish the PA or PIO number to the insurer 


(3) Instructions by cooperating country to importer. In authorizing or subauthorizing 
procurement under a commodity PA or PIO, the cooperating country will instruct each importer that, 
with respect to commodities procured in the United States pursuant to the PA or PIO, dollar funds 
made available under the authorization or subauthorization may, at the election of the importer, be used 
to purchase in the United States marine insurance for such commodities 


(4) Documentation for reimbursement of premiums. As documentation to support ICA 
reimbursement for marine insurance dollar premiums, the insurer, insurance broker, or underwriter will 
execute a supplier's certificate (Form ICA-280) in accordance with § 201.18 (A) (2) (i) (c) 


(5) Anti-discrimination requirement. In the event a cooperating country, by statute, 
decree, rule or regulation, discriminates with respect to ICA-financed procurement against any marine 
insurance company authorized to do business in any State of the United States, then commodities pro 
cured in the United States with ICA funds, destined for such country, and insured against marine risk 
shall be so insured in the Jnited States with a company or companies wthorized to do a marine 


surance business in any State of the United States 


(1) Airmail distribution of ocean bills of lading. The cooperating country or authoriz 
gent will instruct importers to advise shippers to airmail at the time of loading one copy (or photostat ) 
of ocean or charter party bill of lading or airway bill to the Controller, USOM, American Embassy, in 
the capital city of the cooperating country receiving the shipment 

(J) Price limitations. ICA will not make reimbursement directly to a cooperating country for 


the purchase in bulk of any commodities at prices higher than the market price prevailing in the United 


I 
States, adjusted as provided in § 201.20, nor will ICA make reimbursement directly to a cooperating coun 
try for a purchase of any commodity at a price higher than the price calculated in accordance with th 
applicable price provisions in § 201.21; in cases of other types of reimbursement, the Director will d 


mand repayment from the cooperating country of the entire amount so reimbursed 


(K) Export licenses. Where procurement is effected in the United States for any commodity 
covered by a PA or PIO, export licenses, to the extent required, must be obtained from the U. S. D 
partment of Commerce. All exports from the United States of commodities furnished under the act ar 
subject to such export quotas as may be established and such export license controls as may be ex 
ised by the U. S. Department of Commerce 

(L) Diversions— 


(1) Agreement by cooperating country and importer. The cooperating country agrees 
|, as a condition of the receipt by an importer of authority to use the PA or PIO in placing orders, 
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the importer shall be deemed to have agreed, that, upon a determination by the Director that such action 
is necessary to accomplish the purposes of the act, ICA shall be vested with title to ICA-financed com- 
modities which have been delivered but not then off-loaded in ports of the cooperating country, and 
the cooperating country will, upon such determination, assign, execute and furnish, or cause to be as. 
signed, executed and furnished, to ICA documents requested by ICA relating to such ICA-financed com- 
modities including, but not limited to, negotiable bills of lading, supplier's invoices, packing lists and 
inspection certificates. The Director is authorized to take such action with respect to such commodities 
as he may deem necessary and proper including, without limiting the generality of the foregoing, the 
following: (i) To direct masters of vessels carrying such commodities to divert them from the designated 
ports of destination to such other ports as may be designated by ICA, and (ii) to cause to be inserted 
in relevant charter parties, bills of lading and other shipping documents a diversion clause substantially 
in the following form 


ICA may designate an alternate port of discharge within the range of ports covered by the ap- 


plicable conference tariff. Diversion charges as per tariff to apply including deviation insurance and extra 
handling cost if incurred 


(2) ICA financial responsibility. In the event of any such determination by the Di- 
rector and action taken pursuant to subparagraph (1) of this paragraph, ICA will, subject to availability 
of funds therefor, assume responsibility for extra costs of transportation services (including, where ap- 
plicable, marine insurance and extra handling costs) caused by such action but ICA shall not be sub- 
ject to any liability to the cooperating country, its importers or the approved applicant, except for the 
payment of such costs as ICA, in its sole discretion, may deem appropriate under the circumstances 


(3) Rights of holder of letter of commitment. Notwithstanding the foregoing sub 
paragraphs (1) and (2) of this paragraph, if a letter of commitment has been issued, the rights of the 
holder of any such letter of commitment shall not be affected except to the extent specified in such 
letter of commitment 


(M) Re-export. The re-export of commodities financed by ICA, within three years of the 
date of reimbursement therefor, in the form or substantially in the form received, except as authorized 
by ICA, is not permitted, and in the event of any unauthorized re-export the cooperating country will 
pay promptly to the Director upon demand the entire amount reimbursed or such lesser or greater amount 
as the Director may deem appropriate under the circumstances of the particular transaction, not to ex- 
ceed, however, the amount realized from the sale of any such commodity 


(N) U. S. flag vessel shipping requirement— 


(1) Scope of cooperating country responsibility. The cooperating country will ensure 
that at least 50 percent of the gross tonnage of all ICA-financed commodities transported to it on 
ocean vessels during each U. S. fiscal year as well as each quarterly period thereof is transported on 
privately-owned U. S. flag commercial vessels. The foregoing requirement applies separately for dry bulk 
carrier shipments, dry cargo liner shipments, and tanker shipments and also applies separately for 
shipments (i) from the U. S.; (ii) from Europe and Africa; (iii) from the area of the Near East 
and South Asia; (iv) from Latin America and Canada; and (v) from the area of the Far East. If the 
foregoing requirement is not met with respect to shipments made during any fiscal year or quarter 
thereof, the cooperating country will pay promptly to the Director upon demand whatever amount, 
reimbursed by ICA for commodities, marine insurance, and transportation in shipments directed to the 
cooperating country during that period of time, as the Director in his discretion shall consider necessary 
to effect a compliance by the cooperating country with the foregoing requirement for that period of time 

(2) Non-availability of U. S. flag vessels. Any cooperating country may at any time 
apply to the Office of Transportation, ICA, Washington, D. C., for an administrative determination 
with respect to any proposed shipment that no privately-owned U. S. flag commercial vessel is avail- 
able for such shipment at fair and reasonable rates for such a vessel. In the event that the Office of 
Transportation shall make such a determination of non-availability, it will advise the cooperating country 
thereof. Tonnage involved in any or all shipments included in the determination of non-availability 
of U. S. flag vessels may or may not be excluded from the total tonnage of the fiscal year and the rele 
vant quarter thereof for at least 50 percent of which the cooperating country must ensure transportation 
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on U. S. flag vessels. The determination concerning such exclusion shall be made by the Office of 
Transportation after a review of all pertinent factors relating to all ICA-financed shipments to the co- 
operating country during the relevant fiscal year and quarterly period, and the cooperating country shall 
be advised thereof by the Office of Transportation. 


(O) Transportation limitations. ICA will not finance commodities or the transportation 
thereof which are shipped to cooperating countries by any transportation medium owned, operated or 
under the control of any country not included within the meaning of Code 99 as defined in the ICA Geo- 
graphic Code Book (as amended). 


(P) Special provisions. The provisions of this section may be waived, amended or supple- 
mented by special provision in the PA or PIO, or otherwise, pursuant to § 201.23 


§ 201.7 Ocean Transportation— 


(A) Eligibility for ICA financing. Ocean transportation PA’s and, in the case of shipments 
where the supplier pays the ocean freight either for his own or the buyer's account, the PA’s or PIO's 
for the commodity involved, may be used by the cooperating country to cover dollar and/or local cur- 
rency services furnished in connection with the shipment to the cooperating country of: 


(1) ICA-financed cargoes. (i) On flag vessels of countries included within the mean- 
ing of Code 99 as defined in the ICA Geographic Code Book (as amended) but excluding those of 
the cooperating country, (ii) where ICA dollar reimbursement is requested, to the extent that payment 
for such services is made in dollars in accordance with the custom of the trade, or, if not in ac- 
cordance with the custom of the trade, only if approved by the Office of Transportation, ICA, Wash- 
ington, D. C.; and (iii) where ICA local currency reimbursement is requested, to the extent that 
payment for such services is made in the specified local currency in accordance with the custom of the 
trade or other acceptable local currencies 


(2) Non-ICA financed cargoes. 
(i) On United States flag vessels. 
(ii) On flag vessels of countries included within the meaning of Code 99 as defined 
in the ICA Geographic Code Book (as amended), but excluding the United States or the cooperating 


country, but only in special circumstances where specifically authorized in writing by ICA to do so 
pursuant to a request in writing 


(B) Rate limitations. The rate charged by a supplier of ocean transportation services shall 
not exceed the prevailing rate for similar freight contracts nor the rate paid to the supplier for similar 
ocean transportation services by other customers similarly situated. 


(C) Reimbursement. Reimbursement will be made as follows: 
(1) Dry bulk cargo shipments— 

(i) Costs under charter party. Reimbursement will be made for cost of shipment 
from ports of loading to ports of discharge at rates established by charter parties 

(ii) Loading, trimming and related costs. Reimbursement for loading, trimming and 
other related shipping expenses may be made when sich expenses are not for the account of the ship nor 
included in inland transportation charges 

(iii) Demurrage and dispatch earnings. Reimbursement will not be made for demur- 
rage incurred in excess of dispatch earnings. Amounts earned for dispatch shall be credited first against 
demurrage, if any, incurred in connection with the same voyage; the balance supported by the vessel's signed 
laytime statement(s), shall then be refunded to the Controller, ICA, Washington, D. C., within 90 days 
after date of discharge of the cargo on which dispatch was earned. 

(iv) Brokerage and address commissions. No brokerage commissions in excess of 
21, percent of the freight and no address commission will be eligible for reimbursement; the names of all 
persons participating in the eligible brokerage commission must be indicated on the charter party. 


(2) Dry cargo liner shipments— 
(i) Costs under conference rates. Reimbursement will be made for cost of shipment 
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, from ports of loading to ports of discharge at the rates indicated in the bill of lading, but not in excess of 
the conference rates for such services. 


(ii) Related shipping costs. Reimbursement for related shipping expenses may be 
made when such expenses are not for the account of the ship nor included in inland transportation charges, 


(3) Tanker shipments— 


(i) Costs under charter parties or contracts. Reimbursement will be made for cost 
of shipment from ports of loading to ports of discharge at rates established by charter parties or contracts 
of affreightment. 

(ii) Related shipping costs. Reimbursement for related shipping expenses may be 
made when such expenses are not for the account of the ship nor included in inland transportation charges, 

(D) Prior review of charter parties by ICA. All charters (whether single voyage charters, or 
consecutive voyage charters, or time charters) of all vessels must be submitted to the Office of Transporta- 
tion, ICA, Washington, D. C., for prior review and approval. 

§ 201.8 Ships’ Dollar Disbursements. Ships’ dollar disbursement PA's may be authorized by ICA in 
special circumstances and may be used by the cooperating country to cover dollar costs of bunker supplies 
(and bunker trimming) for flag vessels of the cooperating country under rules and procedures to be spe- 


cified by ICA. 


§ 201.9 Procurement by U. S. Government Agencies. When a determination has been made that 
any commodity or service authorized on a PA or PIO is to be procured by a U. S. Government agency, ICA 
will authorize the U. S. Government agency to procure the commodity or service in accordance with pro- 
cedures established for such procurement. In the event that such determination is made prior to the issu- 
ance of a PA, ICA may issue a “Procurement Authorization and U. S. Government Agency Purchase Req- 
uisition.”” 


SUBPART B—RESPONSIBILITIES OF IMPORTERS AND SUPPLIERS 


§ 201.10 Information to be Furnished by Importer To Supplier— 


(A) Duty of importer. Each importer must inform his supplier that the transaction is to be 
financed by ICA, and must give to his supplier the PA or PIO number that has been given to him, together 
with all instructions given to him by the cooperating country which will affect the supplier in carrying out 
the transaction, such as, for example, eligible source of commodities, periods during which contracts and 
deliveries must be made, shipping provisions, and documentation requirements 

(B) Duty of supplier. The supplier must put the PA or PIO number on all documents required 
for reimbursement (see § 201.18), and, when procurement is effected in the United States, should put the 
PA or PIO number on his export license application (see § 201.6 (K)). The supplier is required to re- 
quest the importer to furnish the information described in paragraph (A) of this section 

§ 201.11 Contracts and Deliveries. An importer must comply with the specified contract and de 
livery dates. A supplier must not accept orders identified by a PA or PIO number unless he expects to 
comply with the specified contract and delivery dates as notified to him by the importer 

§ 201.12 Marking Requirements— 


(A) Affixation of ICA emblem and authorization numbers. All commodities, and their ship- 
ping ‘containers, furnished to cooperating countries under ICA-financing (whether from the United States 
or other source country), must carry the official ICA emblem designed for the purpose. This identification 
shall be affixed by metal plate, decalcomania, stencil, label, tag, or other means, depending upon the type of 
commodity or shipping container and the nature of the surface to be marked. The emblems placed on the 
commodities must be approximately as durable as the trademark or company or brand name affixed by the 
producer; the emblems on the shipping containers must be legible until they reach the consignee. In addi- 
tion, the shipping container will indicate clearly the last set of digits of the ICA, PA, PIO, or other author- 
ization number in characters at least equal in height to the shipper's marks 

(1) Size of emblem. The size of the emblem may vary depending upon the size of the 
commodity, package or shipping container to be marked, but must be large enough to be clearly visible at 
a reasonable distance 
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(2) Color of emblem. The emblem will appear in the colors shown on the samples avail- 
able in the Office of Small Business, International Cooperation Administration, Washington 25, D. C., or 
in the offices of the USOM's in the respective cooperating countries 


(B) Exception to requirement— 


(1) For certain commodities. Raw materials (including grain, coal, petroleum, oil and 
lubricants) shipped in bulk, vegetable fibers packaged in bales, and semifinished products which are not 
packaged in any way are, to the extent compliance is impracticable, excepted from the marking requirements 
of this section 


(2) For other commodities upon approval by ICA. If compliance with the provisions of 
this section is found to be impracticable with respect to other commodities, the cooperating country or sup- 
plier will promptly request the Office of Small Business, International Cooperation Administration, Wash- 
ington 25, D. C., for an ex eption from the requirements of this section. 


(C) Emblem display on ships. The ICA emblem must be prominently displayed on all ships 
during loading and unloading when their cargoes consist entirely of ICA-financed goods. Instructions re 
lating to display of the emblem by ships will be furnished by the charterers to the carriers with their char 
ter parties 


§ 201.13 Information for Office of Small Business/ICA— 


(A) Notice of proposed procurement. To permit ICA, in accordance with section 504 of the 
act, to give United States suppliers (particularly small independent enterprises) an opportunity to partici 
pate in supplying commodities and services financed by ICA, the importer, or anyone acting in his behalf 
before placing or agreeing to place any order covered by a subauthorization of more than $5,000, shall, in 
sofar as practicable and to the maximum extent consistent with the accomplishment of the purposes of the 
act, furnish by registered mail to the Office of Small Business, ICA, Washington, D. C., the following in 
formation in the following form in duplicate in the English language with specifications stated in terms of 
United States standards 





Nan 1, f importer ICA PA r PIO/C numbe (af Quotations will be accept 
known ) unt: 
Date 
Subauthorization or import license number (if | Cabled quotations will ( ) will not Approximate dollar amount of 
known) ( ) be accepted If yes, give proposed purchase 


able address 


ription of commoditi and services (excluding ocean transportation and arime insurance) to be importe 


HM size quantitic et any pecial onditions 


(Name of importer) 
By 
(Authorized signature) 


(B) Waiting period. The importer or anyone acting in his behalf shall not accept any offer or 
place any order or agree to accept any offer or place any order under such a subauthorization until after 30 
days have elapsed from the time that the information described in paragraph (A) of this section reaches, or 
in the normal course of the mail would reach, the Office of Small Business, ICA, Washington, D. C. The 
Office of Small Business may, upon application by the importer or anyone acting in his behalf, waive or 
reduce the 30-day waiting period where such action is deemed appropriate by the Office of Small Business 


(C) Notice of formal bid invitations and waiting period. When procurement is undertaken 
on the basis of formal bids, the importer or anyone acting in his behalf, in lieu of furnishing the informa 
tion described in paragraph (A) of this section, shall transmit so as to be received by the Office of Small 
Business, ICA, Washington, D. C., at least 30 days before the closing date for bids three copies in the 
English language of the complete invitation for bids (including specifications according to United States 
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standards, terms and conditions, the closing hour and date for bids, the applicable invitation number, and 
the address where invitation forms and complete specifications may be obtained by prospective suppliers) 
English language copies of the foregoing complete invitation for bids will be furnished free of charge to 
both the Office of Small Business and, upon their request, to prospective American suppliers. For this 
purpose, the importer or anyone acting in his behalf at the time he transmits the three aforementioned 
copies to the Office of Small Business will likewise transmit fifty copies to a place in the United States 


designated to him by the cooperating country, which place shall be mutually agreed upon by the Office of 


Small Business and the coc perating country 

(D) Waiting periods where incomplete notice furnished. In all cases where the information 
or complete invitation for bids required by paragraphs (A) and (C) of this section as received by the Office 
of Small Business does not fully comply with the requirements of those respective paragraphs, the Office of 
Small Business will return the same to the sender with instructions for revision and the 30-day period pre. 
scribed by paragraph (B) or (C) of this section, whichever is relevant, shall be considered to run from the 
date the Office of Small Business receives such information or complete invitation to bid as full) complies 
with the requirements of paragraph (A) or (C) of this section, respectively 

(E) Exception to notice requirement for agricultural commodities. The provisions of para 
graphs (A), (B), (C), and (D) of this section shall not ; ply to imports of agricultural commodities (as 
included in ICA Commodity Codes 010 through 236 except 220) except as otherwise specifically provided 

yr in any PA or PIO covering agricultural commodities 








(F) Notice of bids received— 


(1) When bids received on basis of formal invitation. Where purchases of any commod 
ity (including any agricultural commodity) are made on the basis of formal invitation for bids, the importer 
or anyone acting in his behalf shall, within 30 days after making the award, furnish the Office of Small 
Business, ICA, Washington, D. C., an abstract in the English language of the bids showing the names and 
addresses of all bidders and their principals, if any (including manufacturers or processors of the commodity 
wherever known) ; the bids they submitted in terms of commodities, quantity, and prices; and the name and 
address of the successf ider or bidders 





(2) When bids received on basis other than formal bid invitations. The abstract shall 
not be required where purchases are undertaken on any basis other than a formal invitation for bids 


i 


unless the Office of Small Business, ICA, Washington, D. C., specifically requests such an abstract. In 
ee 


the case of such a request, the importer, or anyone acting in his behalf, shall, within 30 days, furnish 
the Off 


of Small Business an abstract in the English language of all price quotations or offers received 
showing the names and addresses of all offerors and their principals, if any (including manufacturers 
r processors of the commodity wherever known); the offers they made in terms of 


naa n term 
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SUBPART C—REIMBURSEMENT FOR ASSISTANCE 


§ 201.14 Types of Reimbursement. The finan 


procurem«s 


ng of ¢ urement of commodities or services may 


I 


(A) Direct reimbursement. Reimbursement directly to a cooperating country for payments made 
by it for procurement (see § 201.15); 


(B) Letters of commitment to United States banks. Issuance of letters of commitment to 
banking institutions in the United States, undertaking to make reimbursement for payments made by 


them to suppliers through commercial letters of credit or otherwise on behalf of a cooperating country 
or an approved applicant (see § 201.16); 


(C) Letters of commitment to United States suppliers. Issuance of letters of commitment to 


suppliers in connection with specific contracts with or on behalf of a cooperating country providing for 
payments for commodities or services (see § 201.17); 


(D) Charges to allocations to other United States Government agencies. Charges to funds 


allocated to other departments, agencies, or establishments of the United States Government to er costs 
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incurred in procurement of commodities or services which the Director authorizes from time to time 
(see § 201.19) 


§ 201.15 Reimbursement For Specific Procurement Payments By a Cooperating Country. Reim- 
bursement shall be allowed only for specific payments made by a cooperating country for procurement 
covered by PA's or PIO's and supported by the documents required for reimbursement by § 201.18. 


§ 201.16 Letter of Commitment to a Banking Institution— 


(A) Nature and purpose. For the purpose of financing procurement through commercial let- 
ters of credit or other forms of bank credit, the Director or a Director, USOM, may, at the request of a 
cooperating country or its authorized agent, issue a letter of commitment to a banking institution in the 
United States for the purpose of assuring reimbursement, not in excess of a specified amount in dollars 
or other specified currency and in accordance with the terms of such letter of commitment, for sight 
payments made for the account of an approved applicant including sight payments for procurement out- 
side the United States (including its territories and possessions). Any such payment by a banking institu- 
tion in the United States made in anticipation of a letter of commitment and falling within the scape of 
payments authorized by such letter when issued will be deemed to be payments to be reimbursed by the 
Director thereunder. The letter of commitment shall be substantially in the form of Exhibit I, adapted 
to special circumstances. Each letter of commitment may also be issued with the PA or PIO in one 
document substantially in the form of Exhibit I-A. 


(B) Documentation for payment. Reimbursement under a letter of commitment to a bank- 
ing institution shall be effected in the amounts specified therein upon presentation of the documents 
required for reimbursement by § 201.18 and by the letter of commitment. 


(C) General provisions deemed incorporated in letter of commitment. Each letter of com- 
mitment to a banking institution issued shall be deemed to incorporate the following terms and 
provisions 

(1) Form and terms of letter of credit. The application or request for, and any agree- 
ment relating to, any commercial letter of credit issued or confirmed, or payment made, under a letter 
of commitment to a banking institution in the United States, may be in such form and contain such 
terms and provisions as the approved applicant and banking institution may agree upon, and the ap- 
prov ed applicant and banking institution may agree to any extension of the life of, or any other modi- 
fication of, or variation from, the terms of any such letter of credit or any agreement covering payments 
to be made by the banking institution: Provided, That such terms and provisions and any such extension, 
modification or variance are in no respect inconsistent with or contrary to the terms and provisions of 
the letter of commitment, and in case of any inconsistency or conflict, the terms and provisions of the 
letter of commitment shall control. In any event every application for a letter of credit and every re- 
quest for payment shall include the substance of the directions as to documentation required for re- 
imbursement by this part 

(2) Conditions for reimbursement. Reimbursement shall be made by the Director 
promptly (but in no event later than 30 days) after receipt by the Director of the documents required 
for reimbursement by this part, which documents in normal course should be forwarded to the Director 
promptly, after the banking institution has made the payment for the amount of which reimbursement 
is sought 

(i) Certification of payee. The Voucher SF-1146 shall bear the following certifica- 
tion by the payee: “I certify that the above bill is correct and just; that payment therefor has not been 
received,” shall be addressed to the International Cooperation Administration, and shall be signed as 
“Payee” by the approved applicant, or by the banking institution as agent for and in behalf of the ap- 
proved applicant 

(ii) Non-responsibility of bank for supplier statements in ICA Form 280. The 
banking institution shall have no responsibility for the truth or accuracy of the statements contained in 
the supplier's certificate, or invoice-and-contract abstract. The right of reimbursement for payments made 
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by the banking institution will not be affected by the fact that such abstract may be incomplete, or may 
indicate non-compliance with any provision of this part, or of the PA or PIO, or of the letter of com- 
mitment, or may be inc vnsistent with other documents required for reimbursement. 


(3) Documents for ICA. The banking institution shall make available to the Director, 
upon request, a copy of each letter of credit issued or confirmed by it, together with any extension or 
modification thereof; a copy of each application and agreement relating to such a letter of credit, or to 
a payment instruction or request, together with any extension or modification thereof; a copy of each 
document in its possession received by it against payment; and detailed advice of the interest, commis- 


sions, expenses or other items charged by it in connection with each such letter of credit or payment in- 
struction or request. 


(4) Form of reimbursement. Reimbursement to the approved applicant shall be made 
by check mailed to the banking institution and payable to its order for the account of the approved 
applicant 


(5) Protection of bank making payment. Acceptance by the banking institution of 
any document in the ordinary course of business in good faith as being a genuine and valid document and 
sufficient in the premises, and the delivery thereof to the Director, shall constitute full compliance by 
the banking institution with any provision of this part, the PA, PIO, or of the letter of commitment 
requiring delivery of a document of the sort that the document actually so delivered purports to be. The 
banking institution shall be entitled to receive and retain reimbursement of the amount of all payments 
made by it against documents so accepted, notwithstanding that such payments may be made in connec 
tion with a purchase at a price in excess of the market price prevailing in the United States at the time 
of the purchase, adjusted for differences in the cost of transportation to destination, quality, and terms 


of payment, or in excess of the price calculated in accordance with the applicable provisions of §§ 201.7 
and 201.21 


(6) Rights of bank where PA or PIO modified. 

(i) The Director, with respect to a PA or PIO, and a Director, USOM, with respect 
to a PIO, reserves the right at any time and from time to time, and for any reason or cause whatsoever, 
to supplement, modify or revoke the PA or PIO (including termination of deliveries thereunder): Pro- 
vided, however, That no supplement, modification or revocation shall become effective as to the banking 
institution until the receipt by it from the Director, or a Director, USOM, of written notice of such sup- 
plement, modification or revocation, and such supplement, modification or revocation shall in no event 
affect or impair the right of reimbursement to the extent of any payment made prior to receipt of such 
notice, or any obligation incurred under an irrevocable letter of credit issued or confirmed prior to receipt 
of such notice, for which the banking institution has not been repaid by the approved applicant (without, 
however, any obligation on its part to obtain such repayment). The term ‘PA’ or “PIO” as used 
in a letter of commitment shall be deemed to include each such supplement or modification from and 
after receipt by the banking institution from the Director, or a Director, USOM, of written notice of 
the same, subject always, however, to the foregoing terms and provisions preserving rights of reim 
bursement in its behalf 

(ii) In the event the Director, or a Director, USOM, shall direct termination of de 
liveries under the PA or PIO or revoke such PA or PIO or supplement or modify the same in relation 
to the disposition of any document or documents and shall give the banking institution written notice 
thereof, the banking institution shall in all respects comply with the instruction of the Director, or a 
Director, USOM, to the extent it may do so without impairing or affecting any irrevocable obligation or 
liability theretofore incurred by it under any letter of credit issued or confirmed by it, and it shall be 
repaid and reimbursed by the Director for the costs, expenses and liabilities paid or incurred by it in 
relation to such instruction. The banking institution shall have no obligation or liability whatsoever to 


the approved applicant for anything done or omitted to be done by it pursuant to such instructions of 
the Director, or a Director, USOM 


(7) Reimbursement under bank certificate. In the event that the banking institution 
shall file with ICA a certificate as specified in § 201.18 (A) (3) (iii), or a modified certificate as per- 
mitted in § 201.22 (O), it shall be repaid and reimbursed by the Director for the costs, expenses and 
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liabilities paid or incurred by it subsequent to the receipt by ICA of the certificate, as a result either of 
its following instructions received from the Director, or of its continued holding of documents pending 
the receipt of such instructions 

(8) Successors and assigns. The letter of commitment shall inure to the benefit of the 
banking institution's legal successors and assigns 


§ 201.17 Letter of Commitment to a Supplier— 


(A) Nature and purpose. For the purpose of financing specific procurement contracts, the 
Director or a Director, USOM, may, at the request of a cooperating country or its authorized agent, 
issue a letter of commitment to a supplier assuring reimbursement under such contract not in excess 
of a specified amount of dollars and/or local currency. The letter of commitment will be issued only 
in connection with a specific contract, will specify that PA or PIO under which it is issued, and will 
contain such further provisions as may be required by the Director or a Director, USOM 

(B) Assignment of monies receivable. The monies due or to become due under such letter 
shall be assignable by the supplier only through signing of the certification in the space provided on 
the letter, and only to a banking institution in the United States. If a notice of assignment is sent to the 
Director and the Department of the Treasury under the Assignment of Claims Act of 1940, as amended, 
such notice shall not be effective unless the date and fact of such notice is indicated on the letter of 
commitment. 


(C) Documentation for payment. Reimbursement under a letter of commitment to a supplier 
shall be effected in the amounts specified therein upon presentation of the documents required for re- 
imbursement by § 201.18 and the letter of commitment 


§ 201.18 Documents Required for Reimbursement. Claims for reimbursement must be supported 
by the following documents (each of which must be identified by the appropriate PA or PIO num- 
ber), except when and to the extent specifically waived in writing by the Director, or a Director, USOM; 


(A) For cost of commodity. For cost of any commodity including the costs of freight and/or 
marine insurance where the supplier pays such costs either for his own or the buyer's account under a 
commodity PA or PIO: 

(1) Voucher SF-1146. Voucher SF-1146 in original and three copies, to be prepared 
by the supplier or his assignee where a letter of commitment is issued by ICA to the supplier; or, in 
other cases, by the cooperating country, by the approved applicant, or by the banking institution as 
assignee, or as agent for and in behalf of the approved applicant 

(2) Supplier's certificate— 

(i) Coverage. Supplier's certificate, in triplicate, with invoice-and-contract abstract 
on reverse side (Form ICA-280), set out in paragraph (D) of this section, covering the following: 
(a) Cost of commodity. The cost of the commodity, including the costs of 
ocean freight and/or marine insurance when such costs are paid by the supplier for his own or the 
buyer's account under a commodity PA or PIO to be executed by the supplier of the commodity 
(b) Cost of ocean freight. The cost of ocean freight to be executed by the 
ocean carrier 
(c) Cost of marine insurance. The cost of marine insurance to be executed 
by the insurer, insurance broker, or underwriter 
(ii) Special provision in case of direct reimbursement to cooperating country. 
In the case of financing by reimbursement directly to a cooperating country for payments made by 
it for procurement (this does not include financing by letters of commitment to banking institutions 
in the United States or letters of commitment to suppliers), the supplier may, if he desires, submit, 
and ICA will accept, in lieu of the certificate and abstract described in subdivision (i) of this sub- 
paragraph, a supplier's certificate in duplicate, with invoice-and-contract abstract completed in all ap- 
plicable respects except as to class of supplier, information as to agents’ commissions, domestic and 
foreign, and domestic unit price information, accompanied by a sealed envelope, addressed to the Con- 
troller, ICA, Washington, D. C., with the following statement upon its face, signed by the supplier: 











318 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


The undersigned certifies that enclosed in this envelope is a copy ot an executed Supplier's Certificate (Form ICA. 
280) covering the item invoiced, which has been filled in wherever applicable. This envelope contains a document in- 
tended only for ICA and is to be opened only by ICA. 

If such alternative procedure is used, the signer of the supplier's certificate shall be deemed to have 
satished the requirement in paragraph (10) of the supplier's certificate (paragraph (D) of this sec. 
tion) that he has filled in the applicable portions of the invoice and-contract abstract 


(3) Evidence of shipment— 


(i) Bill of lading or substitute. One copy (or photostat) of ocean or charter party 
bill of lading, or airway bill, or parcel post receipt. 


(ii) Tanker shipments. In the case of tanker shipments only, one copy (or 
photostat) of cablegram from ship's agent showing loaded cargo figures and a certificate by the sup- 
plier that the bill of lading is not immediately available, and that a copy (or photostat) of the 
bill of lading will be submitted by the supplier to the Controller, ICA, Washington, D. C., within 
120 days from the date of loading. 


(iii) Bank certificate for shipments from United States. In the case of any com- 
modity shipped from the continental United States (excluding Alaska) and financed under a letter 
of commitment to a banking institution in the United States, ICA will accept in lieu of the documents 
referred to in subdivisions (i) and (ii) of this subparagraph, a certificate from the banking institution 
to the effect that it has been informed by the approved applicant or supplier that the sale is on an 
f. o. b. or f. a. s. basis and it is impracticable to furnish an ocean or charter party bill of lading, air- 
way bill or parcel post receipt, and that either: 


(a) Shipment document sent by bank. The banking institution has received 
a common carrier bill of lading, warehouse receipt, mate’s receipt, master’s receipt, dock receipt or domes- 
tic parcel post receipt (if in non-negotiable form, showing that the commodity has been consigned to or 
s being held for a person or organization designated by the approved applicant); it has delivered or 
sent the same, in accordance with the instructions of the approved applicant, to a person or organiza- 
tion designated by the approved applicant; and it has in its possession a written undertaking of such 
person or organization (1) to arrange for ocean shipment and to deliver to the banking institution a 
copy (or photostat) of the ocean or charter party bill of lading, airway bill, or parcel post receipt for 
forwarding to ICA, or (2) if unable to arrange for ocean shipments within 90 days of the date of the 
undertaking, to so notify the Controller, ICA, Washington, D. C., and at such time as ICA may request, 
to deliver to the banking institution for forwarding to ICA, a common carrier bill of lading or ware- 
house receipt in negotiable form for the commodity; or 


(b) Shipment document held by bank. The banking institution has received 
a common carrier bill of lading or warehouse receipt in negotiable form, and is in possession of the 
same; it has been unable to deliver the same to a person or organization designated by the approved ap- 
plicant against the written undertaking described in (A) of this subdivision; and it is holding the 
negotiable common carrier bill of lading or negotiable warehouse receipt subject to the instructions of 
PCA, and will forward same to ICA when and if so instructed, except that if it becomes possible before 
any such instructions are received, it will proceed in accordance with (a) of this subdivision 


(iv) Bank certificate for shipments from outside United States. In the case of 
shipments, other than by ocean vessel or aircraft, to a cooperating country from an authorized source 
country or area other than the continental United States but including Alaska, if the banking institution 
furnishes a certificate to the effect that it has been informed by the approved applicant or the supplier 
that it is impracticable to furnish any of the documents described in subdivision (i) of this subpara- 
gtaph, such other documents evidencing shipment to or receipt by the cooperating country as are ac- 
ceptable under good commercial practice, such as railway, barge, or truck bills of lading, or importers 
receipts 

(4) Supplier's invoice. One copy (or photostat) of supplier's detailed invoice showing 
quantity, description, gross sales price, net sales price (after deducting all discounts and purchasing 
agents’ commissions applicable) and basis of delivery (e. g., f. 0. b. vessel, f. a. s.) of the commodities 
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ot services, and either (i) marked ‘‘Paid’’ by the supplier or (ii) endorsed by, or accompanied by a 
certificate of, an officer of a banking institution indicating that payment has been made in the amount 
shown on the invoice. In the case of commodities shipped from a free port or bonded warehouse, a 
statement by the supplier shall be endorsed on, or attached to, the copy (or photostat) of the supplier's 
invoice indicating (a) shipment from either a free port or bonded warehouse, in accordance with the 
facts, and (b) the country or area from which the commodity was shipped into such free port or 
bonded warehouse. 


(5) Additional or substitute documents. Such additional or substitute documentation as 
may be required for reimbursement by endorsement upon the PA or PIO or letter of commitment, if any. 


(B) For cost of ocean freight. For cost of ocean transportation, including ocean freight paid by 
the supplier of the commodity under instructions to pay the same under an ocean transportation PA: 


(1) Voucher SF-1146. Voucher SF-1146 in original and three copies to be prepared by 
the cooperating country, by the approved applicant, or by the banking institution as assignee, or as agent for 
and in behalf of the approved applicant. 

(2) Supplier's certificate. Supplier's certificate, in triplicate, with invoice-and-contract ab 
stract on reverse side (Form ICA-280, set out in paragraph (D) of this section) to be executed by the sup 
plier of the ocean transportation. If the supplier of ocean transportation is not the carrier, an additional 
supplier's certificate, in triplicate, with invoice-and-contract abstract on reverse side, executed by the carrier, 
covering the cost of ocean freight 


(3) Charter party or contract of affreightment. For cargoes shipped under charter party, 
one copy (or photostat) of charter party. In the case of tanker shipments only, if shipment is not made 
under charter party, one copy (or photostat) of the contract of affreightment. In the case of a term charter 
party or term contract of affreightment, ICA will accept, in lieu of either of the above, a certificate by the 
supplier of the ocean transportation, to the effect that a copy (or photostat) of the charter party or contract 
of affreightment has previously been submitted to ICA in support of a request for reimbursement 

(4) Bill of lading or other evidence of shipment. One copy (or photostat) of ocean or 
charter party bill of lading or airway bill. In the case of tanker shipments only, one copy (or photostat) 
of cablegram from ship's agent showing loaded cargo figures, and a certificate by the supplier of the ocean 
transportation that the bill of lading is not immediately available, and that a copy (or photostat) of the 
bill of lading will be submitted by the supplier of the ocean transportation to the Controller, ICA, Wash 
ington, D. C., within 120 days from date of loading. 

(5) Supplier's invoice. One copy (or photostat) of the detailed invoice of the supplier 
of the ocean transportation indicating the vessel, flag and the dollar and/or local currency cost of ocean 
freight and related transportation charges, and either (i) marked ‘‘Paid’’ by the supplier of the ocean 
transportation or (ii) endorsed by, or accompanied by a certificate of, an officer of a banking institution in- 
dicating that payment has been made in the amount shown on the invoice. If the bill of lading (required 
by subparagraph (4) of this paragraph) meets the requirements of this subparagraph no invoice is required 

(6) Additional or substitute documents. Such additional or substitute documentation as 
may be required for reimbursement by endorsement upon the PA, PIO, or letter of commitment, if any 


(C) For cost of services. For the cost of services (other than ocean transportation and marine 
imsurance ) 


(1) Voucher SF-1146. Voucher SF-1146, in original and three copies, to be prepared by 
the supplier or his assignee where letter of commitment is issued by ICA to the supplier; or, in other cases, 
by the cooperating country by the approved applicant, or by the banking institution as assignee, or as agent 
for and in behalf of the approved applicant 

(2) Supplier’s certificate. Supplier's certificate, in triplicate, with invoice-and-contract ab 
stract on reverse side (Form ICA-280, set out in paragraph (D) of this section), covering the total amount 
for which reimbursement is requested, to be executed by the supplier 

(3) Supplier's invoice and works progress certificate. One copy (or photostat) of sup 
plier’s detailed invoice describing the services performed, itemizing in detail all dollar and/or local currency 
costs reimbursable by ICA (showing separately costs of travel, material and equipment, if any) and fees 
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earned and payable, and either (i) marked ‘Paid’ by the supplier, or (ii) endorsed by, or accompanied by 
a certificate of an officer of a banking institution indicating that payment has been made in the amount 
shown on the invoice. The invoice shall also indicate: (a) The total estimated dollar and/or local currency 
cost of services and fees under the contract and reimbursable by ICA; (4) the total amount previously re- 
ceived and/or claimed from ICA as partial payments, detailed by amounts and dates; (¢) the amount in- 
voiced; (d) total estimated cost of services and fees not yet invoiced and reimbursable by ICA. In addi- 








tion, attached to or endorsed on the invoice, shall be one copy of a Works Progress Certificate signed by the 
supplier in the following form 

The undersigned certifies that the cost of services reimbursable to the supplier and the amount of fee f bv 
the supplier up to the ertihicat re not less than the total payments receive r claamed Dy uf 
plier under the contract K payment claimed under the invoice), and that th pplier full ‘ 
with the terms and conditions of the contr 


(4) Documents where service supplier reimbursement includes travel, material, or 
equipment costs. In the event that the dollar and/or local currency cost of services reimbursable by ICA 
to the supplier inclu des travel or material or equipment costs 

(i) Vendors’ invoices. Receipted vendors’ invoices ippropriately detailed as te quan 
tity, description and price; provided that, in respect of individual transactions involving less than $50 each 
the supplier may furnish, in lieu of such receipted invoices, a detailed itemization of the vendors’ invoices 
with payment indicated by the supplier's check numbers or other certification 


(ii) Bill of lading or other evidence of shipment. In the case of material or equip 








2 
ment costs only, one copy (or photostat) of the ocean bill of lading, airway bill, parcel post receipt i 
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certificate by the supplier as follows: 
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It is impracticable t parcel 5 pt a 
livery of—(material or equi ndersigned for use in ¢ r 
the contract Covering vouchers ulable for inspection 

(5) Certificate of performance. Certificate by an authorized representative of f 

ating country as follows 

The undersigned certihes that (1) the services for which reimbursemcnt jueste } been a v 
Jered, (11) the costs thereof are yperly reimbDursabDie, and the tees carned, in accordan with the terr tt 
and (11) any report t ndation quired under the ter of the tract ve been \ 


(6) Additional or substitute documents. Such additional or substitute documentation as 
may be required for reimbursement by endorsement upon the PA, PIO or letter of commitment, if any 


(D) Supplier's certificate and invoice-and-contract abstract— 


(1) Form of supplier’s certificate. The supplier shall in all cases execute the supplier's certi 
ficate (Form ICA-280) referred to in paragraphs (A) (2), (B) (2) and (C) (2) of this section, which 
certificate is as follows 


Form 280 (10/55 Revised) 
International Cooperation A 


ICA 


Aut Pr 


Implementation Or 


Pr 





The supplier hereby acknowledges notice that the sum indicated on the accompanying invoice, as cla 
and owing under the terms of the underlying contract, is to be paid out of funds made available by the United 
under the Mutual Security Act, as in effect on the date hereof, and subject to ICA Regulation 1, as amended, and fur 











ther certif agrces with the Director of the International Cooperation Administration as follows 

(1) The supp c vutled under said contract to the payment of the sun laimed, and he wi pt 
make appropriate refund to ICA upon request of the Director. in the event of his nonperformance, in whole or part 
under said contract, or for any breach by him of the terms of this certificate 

(2) Adjustment refunds or credits arising out of the terms of the mtract or the customs of the trade 
shall be made direct to the buyer, but the supplier will promptly notify the Director h adjustment 
refunds or credits, s the D t 1 Htain appropriate refund from the cooperating country If an adjustment 
results in an additional charge to the purchaser, the supplier will promptly notify the Director of such additional charge 


(3) If the said contract is on ac. & f. (cost and freight) or i. f. (cost, insurance, and freight) basis 
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the supplier is entitled to payment, under ICA Regulation 1, as amended, of any ocean freight charges included in the 
sum claimed. The supplier is entitled to payment, under ICA Regulation 1, as amended, of any ocean marine insurance 
premium charges included in the sum claimed 


(4) The supplier is the producer, manufacturer, processor, or exporter of, or a regular dealer in the 
commodity, or furnishes the service covered by said contract and has not employed any person to obtain said contract 
under any agreement for a commission, percentage, or contingent fee, except to the extent, if any, of the payment of a 
commission to a bona fide established commercial or selling agent employed by the supplier as disclosed on the reverse 
of this form 


(5) The supplier has not given or received and will not give or receive by way of side payments, “kick 
backs,” or otherwise, any benefit in connection with said contract except as is disclosed on the reverse of this form, or 
as is the result of the adjustments referred to in Paragraph 2. 

(6) If the supplier is the producer, manufacturer or processor of a commodity, said contract is not a 
cost-plus-a-percentage-of-cost contract 

(7) The supplier further certifies, on the basis of information obtained from such sources as are avail- 
able to him, that to the best of his information and belief the purchase price is no higher than the market price (which 
shall mean the export market price, where such a price is customary in the trade) prevailing in the United States at the 
time of purchase, adjusted for differences in the cost of transportation to destination, quality, and terms of payment. 

(8) The supplier further certifies that (a) on the basis of information obtained from such sources as are 
available to him, and to the best of his information and belief, the purchase price is no higher than the price calcu- 
lated in accordance with the applicable price provisions of ICA Regulation 1, as amended, and he has complied with 
the rules provided therein; and (b) he has allowed all discounts, including discounts for quantity purchases and prompt 
payment, customarily allowed his other customers similarly situated 

(9) If the supplier furnishes only a service, he shall not be deemed to certify to paragraphs 7 and 8 
but instead certifies that the rate indicated on the reverse of this form for the service rendered does not exceed the 
prevailing rate, if any, for similar services or the rate paid to the supplier for similar services by other customers sim- 
ilarly situated 

(10) The supplier has filled in the applicable portions of the invoice-and-contract abstract on the reverse 
hereof, certifies to the correctness of the information shown therein, and will furnish promptly to the Director at his 


request such additional information in such form as the Director may require concerning price or any other details of 
the purchase 





Date 


Place executed (City, State, Country) 


( Authorized signature) 


(Title) 
Notes: (a) Any amendments, deletions of applicable provisions, or substitutions will invalidate this certificate 
(b) False statements herein are punishable by United States law 
I 
(c) The word “Duplicate” must be written aft gnature on all signed copies other than the original 


(2) Execution of supplier's certificate. Before executing the supplier's certificate, the supplier shall 
fill in the invoice-and-contract abstract on the reverse side in accordance with the instructions attached to the 
form. The certificate shall be signed by a responsible official of the supplier, indicating capacity in which 
signed. Normally, only the original of the supplier's certificate should be signed; if for any reason, copies 
other than the original need to be si they should be clearly marked “Duplicate” after the signature 





(3) Contents of abstract. The information required by the abstract is generally as follows 


(1) Invoice information, including the supplier's name and address, the importer’s name and address, 
ind detailed billing and shipping data. 


(2) Information relating to agents’ commissions payable 


(3) Contract and price information including a reconciliation of the contract, invoice and domestic 


unit prices applicable 


§ 201.19 Procurement by United States Government Agencies. When procurement of a commodity 
or service is made through United States Government procurement facilities in accordance with § 201.9, ar- 
rangements will be made for the reimbursement of the procuring department, agency or establishment by 
ICA. 



































































































































322 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


SUBPART D—PRICE PROVISIONS 


§ 201.20 Purchase in Bulk of Commodities— 


(A) Adjusted market price. The term “adjusted market price’ means the market price prevail- 
ing in the United States at the time of the purchase, adjusted for differences in the cost of transportation to 
destination, quality, and terms of payment, as determined by the Director. 

(B) Scope. This section establishes the procedures for compliance with section 510 of the act, 
which section applies to all purchases in bulk. 

(C) Determination of adjusted market price. Determination of the adjusted market price may 
be made by the Director in such manner as to reflect commonly accepted trade practices. In the case of 
purchases in bulk made outside the United States, the Director may determine that the purchase price com- 
plies with said section 510 of the act, if he determines that such price, plus cost of transportation and re- 
lated charges at established rates from place of purchase to the cooperating country, does not exceed the mar- 
ket price prevailing in the United States (adjusted for differences in quality and terms of payment), plus cost 
of transportation and related charges at established rates to the cooperating country. If the price of any 
purchase in bulk exceeds the adjusted market price, the cooperating country shall pay promptly to the 
Director upon demand the entire amount of the purchase price 


201.21 Purchase Prices— 


om 


(A) Scope of this section— 
(1) Price limitations— 
i criteria. Section act establishes an upper limit to the prices y 
(i) Criter Sect 510 of the act establish limit to th that may 
be approved by ICA for purchases in bulk of commodities (see § 201.20). Within that limitation, it is 
the policy of ICA to make payment for purchases of commodities, whether or not in bulk, which are made 
at prices that approximate, as nearly as practicable, lowest competitive market prices It is expected that 
buyers, making adequate solicitation of suppliers from authorized sources and exercising prudence in their 
negotiations, will agree to pay no more than such prices 
(ii) Compliance. The rules set forth in this section are intended as a guide to buyers 
and sellers in conducting their negotiations. The rules in this part fix the point beyond which purchases will 
not be eligible for reimbursement by ICA. Compliance with them will make a purchase eligible for finan 
ing, and post-audit will be made by ICA to determine whether there has been compliance. If, apart from 
the rules set forth herein, it D g met, 
ICA will take appropriate action to impose additional limitations, and may, in cases where failure to follow 
this policy is deemed unreasonable by the Director, require from the cooperating country a refund of the 
this pol J 1 ble by the Direct 1 f th peratin; try fund of tk 
ntire amount reimbursed 








sars that the objective of lowest competitive market prices is n 








(2) Applicability of section. The provisions of this section shall apply to all purchases 
(B) Meaning of terms in this section— 


(1) Similar commodity. One commodity shall be deemed similar to another commodity if 


both have the same use, afford the purchaser equivalent serviceability, and belong to a type which would or- 


dinarily be sold in the same price line 


(2) Comparable sale— 
(i) In general. The term “comparable sale’’ includes all sales which are com} arable as 
to quantity, quality, grade, period of delivery, supply area, terms of sale and class of customer 


(ii) Under special market conditions. If special market conditions exist in a country 
other than the United States, a sale for export to such country shall not necessarily be deemed to be com 


parable to a sale for export to any other country. 


(3) Competitive sellers. ‘Competitive sellers’ means sellers of the same class (n 





I 
turers, merchant exporters, et who are selling the same or similar commodities from the same supply area 


I 
(4) Manufacturers, producers or processors. Manufacturers, producers or processors 
means sellers who operate a factory, mill, assembly plant, well, mine or similar facility in which, by mechan 


ical or chemical apparatus or other similar means, raw materials or ingredients are processed, component 
parts assembled or manipulated, in the preparation of the product for sale. A seller shall not be de i to 
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be a manufacturer, producer OF processor in an export sale which involves a commodity which he did not 
manufacture, produce or process 

(5) Export differential. ‘Export differential’’ means the difference between a domestic sale 
price and an export sale price computed either as a percentage of the domestic price or in accordance with 
any other established practice of the seller 

(6) Time of purchase. ‘Time of purchase” means the date of the purchase contract un- 
less the contract fixes the price as of the delivery date or postpones the date of delivery longer than is custo- 
mary in the trade for such contracts in which cases ‘‘time of purchase” means the date of delivery 

(C) Comparison of prices— 

(1) When to use same or similar commodity. Wherever, in this section, the term “same 
or a similar commodity” is used, comparison, where possible, shall be made with reference to the same 
commodity. Where such comparison is not possible, comparison shall then be made with a reference to a 
similar commodity 

(2) Adjustment of domestic price. Wherever, in this section, a comparison with a do- 
mestic sales price is required and such domestic price is on a different delivered basis than the export sales 
price as, for example, where the domestic price is on an f. 0. b. plant basis and the export price is on an 
f. a. s. basis, addition of inland transportation costs and other related and necessary inland costs to the 
domestic price may be made in order to afford a proper comparison with the export sales price. 

(D) Prices for purchases in the United States— 

(1) Class I; certain listed commodities— 


(i) Transactions included. Transactions in Class I shall include all purchases in the 
United States of any of the following listed commodities: 


Silk, raw. Cotton, raw. 

Wool, raw Cotton, linters. 

Soft hemp. Cotton waste. 

Flax fiber Fatty acids; animal, vegetable or marine origin 
Ramie fiber. Fish oils. 

Abaca or manila fiber Flaxseed. 

Rye Wheat. 

Coir or cocos fiber Soap. 

Animal hairs other than woo Soybeans. 

Corn Soybean oil 

Oats Sperm oil. 

Barley Sunflower seed. 

Grain sorghum. Sunflower seed oil. 
Buckwheat. Tallow. 

Rye flour Tung oil. 

Wheat flour Whale oil. 

Corn flour Cottonseed cake or mea! 

Corn grits Soybean cake or meal 
Cornmeal Sesame seed oil. 

Rolled oats. Sisal or henequen fiber 

Soy flour Istle or tula fiber 

Rice Couch grass or broom root fiber 
Babassu kernels or nuts Jute fiber, 

Castor beans Linseed cake or meal 

Castor oil Peanut cake or meal 

Cocoa butter. Other oilséed cakes and meals 


Cottonseed oil 


Coconut oil 


Wheat mill feeds. 
Mixed animal and poultry feeds 


Copra Fish scrap and meal 
Corn byproducts feed Rapeseed oil 
Milk Sesame seed 





Meat byproducts feeds 
Brewers and distillers byproducts feeds 


La Turpentine. 

Linseed oil Natural resins 

Musta j Tall oil, crude and refined 
M eed 0 


Beans, dry edible 
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Neat's foot « Cocoa bear 
Olive oil Coffee, green 
Palm | Fruit, dried 
Palm kernels Fruit, fresh 
Palm kernel Peas, dry edible 
Peanuts Sugar, raw 
Peanut Sugar, refined 


Rapeseed 
(it) Price limitation. The price (not including ocean freight or ocean marine insur- 
) for a Class I purchase shall not exceed the price prevailing in the United States in comparable sales 
f the commodity, at the time of the purchase, as evidenced by current bid and ask quotations in the appro- 
priate market, adjusted by costs customarily and necessarily incurred in making the export sale 


(2) Class Il; purchases of unlisted commodities from manufacturers, producers or proc- 
essors (primary sellers)- 


(i) Transactions included. Transactions in Class II shall include all purchases in the 
United States from a manufacturer, producer, or processor of any commodity except commodities listed in 
Class I, or subject to special rules under Class IV below 


(ii) Price limitation. The price (not including ocean freight or ocean marine insur- 
unce) for a Class II purchase shall in no case exceed any price charged by the supplier at the time of pur- 
hase in a comparable export sale of the same or a similar commodity. Nor shall it exceed the sum of the 
ipplicable figures determined under (a) and (b) of this subdivision 

(a) Domestic price base— 


(1) Supplier’s comparable sales. The price charged by the supplier in com 
urable domestic sales of the same or a similar commodity made during the period in which the supplier's 
urrent domestic prices have been in effect. If, during that period, more than one price was charged in such 

sales, the figure under this subdivision shall be the price charged in the comparable domestic sale made near- 


st, in point of time, to the purchase being submitted for ICA reimbursement 


(2) Supplier's non-comparable sales. If the supplier made domestic sales 


imodity during the aforementioned period, but such sales were not comparable, 





the figure under this subdivision shall be the price charged in the domestic sale made nearest, in point of 
I I 


me, to the purchas« being submitted for ICA reimbursement, adjusted by the supplier's customary differ- 








ntial between such sa i the sale involved in the [CA transaction 
(3) Competitor's comparable sales. If the supplier made no domestic sales 
the same or a similar nmodity during the aforementioned period, the figure under this subdivision 
hall be the price prevailing in the United States at the time of purchase ymparal mestic sales of the 
1ilar commodity by the supplier's compztitive sellers : 
(b) Export differential— 
(1) Supplier’s comparable sales. An export differential, if any, cus 
t used by th plier in comparable sales of the same or a similar commodity or currently being 
1 by the supplier ir mparable non-ICA sales of the same or a similar commodity 
(2) Competitor's comparable sales. If the supplier has not previously 


ny export sales of the same or a similar commodity, the figure under this subdivision shall be 








an export differential which would be recognized for reimbursement by ICA, in comparable sales, at 
the time of purchase of t me or a similar commodity by any of the supplier's competitive sellers 
(iu) Non-recognition of excessive export differential. With respect to Class II 


transactions, ICA may refuse to recognize for reimbursement any purchase price which includes an ex 
i I I 
’ 


rt 


port differential that is patently out of line with appropriate export differer 


ial the supp 


petitive sellers 


(3) Class III; purchases of unlisted commodities from sellers (secondary sellers) 
other than manufacturers, producers or processors— 


(1) Transactions included. Transactions in Class III shall include all purchases 


within the United States from a seller other than a manufacturer, producer, or processor of any com 


modity except mmodities listed in Class I or subject to special rules under Class IV below 
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(ii) Price limitation. The price (not including ocean freight or ocean marine in- 
surance) for a Class III purchase shall in no case exceed any price charged by the supplier at the time 
of purchase in a comparable export sale of the same or a simliar commodity except to the extent neces- 
sary to reflect a difference in his acquisition cost of the commodity. Nor shall it exceed the sum of the 
applicable figures determined under (a) and (b) of this subdivision: 

(a) Domestic price base— 


(1) Domestic price of manufacturer, producer or processor. The do- 
mestic price of the manufacturer, producer or processor of the commodity, in effect at the time of the 
purchase by the importer 


(2) Domestic price of other manufacturers, producers or processors. If 
the supplier is unable to ascertain the domestic price of the manufacturer, producer or processor of the 
commodity, the figure under this subdivision shall be the domestic price of manufacturers, producers or 
processors of the same or a similar commodity, prevailing at the time of purchase by the importer. 

(3) Supplier's cost of of acquisition. If the same or a similar commodity 
is not sold in the domestic market, the figure under this subdivision shall be the supplier's cost of 
acquisition. 

(b) Export differential— 

(1) Supplier's comparable sales. An export differential, if any, customar- 
ily used by the suppplier in comparable sales of the same or a similar commodity or currently being used 
by the supplier in comparable non-ICA sales of the same or a similar commodity. 

(2) Competitor's comparable sales. If the supplier has not previously 
made any export sales of the same or a similar commodity the figure under this subdivision shall be 
an export differential which would be recognized for reimbursement by ICA, in comparable sales at the 
time of purchase of the same or similar commodity by any of the supplier's competitive sellers 


(iii) Non-recognition of excessive export differential. With respect to Class III 
transactions, ICA may refuse to recognize for reimbursement any purchase price which includes an export 
differential that is patently out of line with appropriate export differentials of the supplier's competitive 
sellers 

(4) Class IV; special rules for certain commodities. Special rules for certain com- 
modities may be established from time to time by the Director. 


(i) Petroleum products— 


(a) Purchases from any source. Purchases from any source: A price for a 
purchase of a petroleum product from any source will not be approved for reimbursement if it results 
in a delivered cost to the cooperating country which is in excess of the lowest prevailing delivered 
cost on the date the purchase price is fixed for a comparable export sale of the same or similar com- 
modity to such cooperating country from any alternative source of supply from which the commodity 
is available for export in sufficient quantity. 


(b) Purchases from non-United States sources. Purchases from sources other 
than the United States: A price for a purchase of a petroleum product from sources other than the 
United States will be approved for reimbursement if it complies with the requirements of § 201.20 
and of paragraph (E) (2) of this section, and, unless from a supply area excepted by ICA, does not 
exceed the lowest competitive market price in the United States for a comparable export sale of the 
same or a similar commodity on the date the purchase price is fixed. 

(c) Special meaning of price. For purposes of this subdivision “‘price’’ shall 
mean the realized f. o. b. price or realized netback 

(E) Prices for purchases outside the United States— 
(1) Commodities listed in Class I in paragraph (D) (1) of this section— 
(1) Price limitation— 

(a) United States export price. The price plus cost of transportation to the 
port of entry in the cooperating country for a purchase outside the United States of a commodity listed 
in Class I in paragraph (D) (1) of this section shall not exceed the price prevailing in the United 
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States in comparable sales of the commodity at the time of purchase, as evidenced by current bid and 
ask quotations, adjusted by costs customarily and necessarily incurred in making the export sale, plus 
cost of transportation to the port of entry in the cooperating country. 


(b) Source country export price. Nor shall the price exceed the prevailing 


export market price at the time of purchase in comparable sales of the commodity from the source 
country 


(ii) Additional price limit for sugar. In addition, in the case of sugar, the purchase 
price shall not exceed the world price as derived from the daily market quotation on World Raws, No 
4 Contract, F. A. S. Cuban Ports, adjusted for differences in quality, bagging, cost of transportation to 
destination, and other appropriate considerations 


(2) Unlisted commodities— 


(i) Price limitation. A price for a purchase outside the United States of a com 
modity which is not listed in Class I in paragraph (D) (1) of this section or subject to special rules 
under Class IV in paragraph (D) (4) of this section will be approved for reimbursement 


(ii) Supplier’s comparable export sale. It does not exceed any price charged by 


the supplier at the time of purchase in a comparable export sale of the same or a similar commodity; and 

(iii) Source country principal supplier’s export sale. It does not exceed the export 
market price prevailing at the time of purchase in comparable sales of the same or a similar commodity 
by the “principal suppliers” in the source country, determined by applying to that country as nearly 
as may be, the rules set forth in paragraph (D) (2) or (3) of this section as applicable; and 

(iv) United States principal supplier's export sale. It results in a delivered cost 
to the port of entry in the cooperating country no higher than the delivered cost which would have been 
incurred in a purchase for export of the same or a similar commodity from one of the ‘“‘principal sup 
pliers” in the United States 

(v) Meaning of principal supplier. For the purposes of this subparagraph, a sup 


I 
plier shall be deemed a “principal supplier’ if he is one of the group of the largest volume sellers re 


sponsible for 50 percent of the export sales of the commodity from the United States, or source country, 
whichever is applicable 


SUBPART E—RESPONSIBILITIES OF BANKING INSTITUTIONS 


§ 201.22 Responsibilities of Banking Institutions in Connection With Letters of Commitment is- 
sued to Them— 


(A) Documents required for reimbursement. Documents required for reimbursement are 
enumerated in § 201.18. Any additional documents required for reimbursement with respect to any 
particular transaction will be specified as such in the PA or PIO related to that transaction and to the 
corresponding letter of commitment, or in the letter of commitment itself. A banking institution in 
the United States (called “‘bank’’ in this subpart) holding a letter of commitment is not required by ICA 


to obtain any documents other than those enumerated in § 201.18 and any additional documents so 
specified 





(B) Non-responsibility of bank for contents of documents. A bank is not responsible for 
the truth or accuracy of the statements contained in any of the documents required for reimbursement 
A bank is not obliged to look beyond these documents nor to make independent investigation as to 
the accuracy of statements made therein. A bank has no responsibility for the terms or conditions of 
any project agreement. 


(C) Responsibility of bank for examination of documents— 


(1) Nature of responsibility. A bank's examination of the documents required for re- 


imbursement 2 must be made in accordance with good commercial practice. A bank is responsible to 


*In paragraphs (C), (E), (F), (G), and (H) of this section, the phrase “documents required for reimburse 
ment’ does not include the invoice-and-contract abstract, as to which, see § 201.16 (C) (2) (it) 
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see that the documents required for reimbursement are consistent with the relative PA or PIO and letter 
of commitment in the following particulars, and no other: 


(i) Delivery, to the extent described in paragraph (D) of this section; 

(ii) Source, to the extent described in paragraph (E) of this section; 

(iii) Destination, to the extent described in paragraph (F) of this section; 

(iv) Description, to the extent described in paragraph (G) of this section; 

(v) Discounts and purchasing agents’ commissions, to the extent described in para- 
graph (H) of this section; 

(vi) If the bank is to be responsible for any additional particulars, these will be spec 
ified in the PA, PIO or letter of commitment as additional documents required for reimbursement, or 
as additional statements to be contained in the documents required for reimbursement. 


(2) Limitation on responsibility. The right of reimbursement for payments made by 
a bank in accordance with good commercial practice will not be affected by the information contained 
in the invoice-and-contract abstract, nor, except with respect to those particulars listed in subdivisions 
(i) through (vi) of subparagraph (1) of this paragraph, by the fact that the other documents received 
by the bank, or information or notice received from any source, indicate noncompliance with any 
provision of this part, or of the PA, PIO or of the letter of commitment 


(3) Reservation of rights by ICA against supplier and cooperating country. The 
foregoing shall not be construed to limit any rights the Director may have against a supplier by reason 
of statements contained in the supplier's certificate, nor against a cooperating country under § 201.6 (D) 


(D) Delivery. Section 201.5 (A) (3) and (C) (1) permit delivery under a PA or PIO at 
any time on or after the initial delivery date and on or before the terminal delivery date specified on 
the PA or PIO. If any of the documents specified in § 201.18 (A) (3), (B) (4), or (C) (3) (or in 
the PA, PIO, or letter of commitment) are dated at any time within the period during which delivery 
is permissible under the above subsections, or any other period permitted by ICA they are acceptable. 


(E) Source. If the documents required for reimbursement show shipment from or storage in 
the area shown as “source” in the PA or PIO, they are acceptable unless a statement furnished under 
§ 201.18 (A) (4) indicates that the “‘source” is not the one shown in the PA or PIO. If such docu- 
ments show shipment from or storage in another area, the requirement as to source will be satisfied 
if the bank receives a certificate from the supplier, indicating that the area of “‘source’” as that term is 
defined in § 201.1 (M), is in fact the same as that indicated in the PA or PIO 


(F) Destination. The PA or PIO will show the recipient country. If the documents required 
for reimbursement are consistent, under good commercial practice, with shipment or transshipment t 
such country, they are acceptable. 

(G) Description. The PA or PIO will show the commodity or services by description and 
ICA commodity code number. In issuing or confirming credits, a bank should see that the commodities 
or services described are not inconsistent with the ICA description and commodity code number. In 
making payment, whether under letters of credit or otherwise, the bank should act in accordance with 
good commercial practice, based on the description contained in the documents required for reimburse- 
ment, and without regard to the commodity code number. 


(H) Discounts and purchasing agents’ commissions. A bank is not required to make in 
dependent inquiry as to whether an invoice price includes either discounts or commissions payable to 
purchasing agents, but should not make payment of any such items when disclosed by the documents 
required for reimbursement 


(1) General provisions of PA’s and PIO’s— 

(1) Reliance by bank on supplier’s certificate. Section 201.6 sets forth certain provi- 
sions to be deemed incorporated in each PA or PIO, unless otherwise specified. The documents re- 
quired for reimbursement by § 201.18 include a supplier's certificate showing compliance with some 
of these provisions. A bank is entitled to rely on such certificate. Special certificates may also be re 
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quired by the terms of particular PA’s or PIO’s or letters of commitment; in such cases, a bank is en- 
titled to rely on such certificates 


(2) Provisions beyond bank responsibility. Certain other provisions of § 201.6 are in- 
solely for the instruction of suppliers, purchasers, and the cooperating countries themselves, and 
are not matters for which banks are to assume responsibility. In this category are the provisions of 


§ 201.6 (F) (2), (G), (H), (1), (J), (K), (L) and (M) 


(J) Ocean transportation. A bank which obtains a supplier's certificate is not required to 
assume responsibility for compliance with § 201.7, regardless of whether other documentation or in- 
formation received indicates compliance or non-compliance with such section 


(K) Contracting and reporting under PA’s and PIO’s. Banks financing transactions under 
letters of commitment or PA’s or PIO’s are not required to assume responsibility for compliance with the 
provisions of § 201.5 (A) (1) and (2) 


cluded 


(L) Responsibility of importers and suppliers. Subpart B of this part (§§ 201.10 to 
201.13) contains provisions concerning use of the PA or PIO number, placement of orders and de- 
livery dates, markings of commodities, and notice to the ICA Office of Small Business. Banks financing 
transactions under letters of commitment or PA's or PIO’s are not required to assume responsibility for 
compliance with this subpart 


(M) Bank letter of commitment; expiration in letter of credit transactions. The letter of 
commitment constitutes an obligation to reimburse for any drafts or documents negotiated under letters 


of credit prior to the date of maturity specified in the letter of commitment, even though such drafts or 
documents are paid after such date 


(N) Bank letter of commitment; payment to third persons. The right of reimbursement 
for a payment made by a bank under a letter of commitment will not be affected by the fact that such 
payment is made to the approved applicant named in the letter of commitment, or, at the request of the 
approved applicant, to a person other than the supplier, provided the bank has complied with the other 


requirements of the letter of commitment and has satisfied itself in good faith that the person to whom 
it makes payment has made payment to the supplier. 


(O) Bank unable to deliver or send non-negotiable document to forwarding agent un- 
der § 201.18 (A) (3). The right of reimbursement for payment made by a bank under a letter of 
commitment will not be affected by the fact that the bank is unable to deliver or send a non-negotiable 
shipping document or receipt to the designated person as contemplated by § 201.18 (A) (3) (iii) (4), 
if the bank is prevented from doing so because of any action by the United States Government or 
other causes beyond its control. In such case, the bank’s certificate may be altered accordingly, and 
may state that the bank does not have a written undertaking from the designated person, but the cer- 
tificate may not be altered in any other way, and the bank will continue to hold the document in 
volved subject to the instructions of ICA, except that if it becomes possible before any such instructions 
are received, the bank will deliver or send such document to the designated person 


SUBPART F—WAIVER AUTHORITY AND TRANSITORY PROVISIONS 


§ 201.23 Waiver and Amendment Authority. The Director may waive, withdraw, or amend at 
any time, or from time to time, any or all of the provisions of this part. 


§ 201.24 Continuation in Effect of Certain Prior Issuances. Cooperating country allotments, PA's 
or PIO’s, U. S. Government agency purchase requisitions, letters of commitment to banking institutions 
and letters of commitment to suppliers, issued by ECA under ECA Regulation 1, as amended, and by 
MSA under MSA Regulation 1 as amended, and by FOA under FOA Regulation 1, as amended, are 
reafirmed and will continue in effect, subject to the terms and conditions thereof. The provisions of 
this part may be satisfied by the submission of a certificate or writing in a form: (a) Prescribed by or 
provided for by corresponding provisions of ECA Regulation 1, as in effect on December 29, 1951, or 
authorized by ECA on that d or referring to an ECA Commodity Code number; or (b) prescribed by 
or provided for by corresponding provisions of MSA Regulation 1, as in effect on July 31, 1953, or 
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authorized by MSA on that date, or referring to an MSA Commodity ¢ number; (c) or prescribe 


by or provided for by corresponding provisions of FOA Regulation 1, as in effect on June 30, 1955 
or authorized by FOA on that date, or referring to an FOA Commodity Code number; or (d) pre 
scribed by or provided for by corresponding provisions of ICA Regulation 1, as in effect on October 
24, 1955, or authorized by ICA on that date, or referring to an ICA Commodity Code number. Auv- 
thorizations, bank contracts, letters of guaranty to banking institutions or suppliers issued by The In 
stitute of Inter-American Affairs, the Technical Cooperation Administration, the Foreign Operations 





Administration, and the International Cooperation Administration all prior to October 25, 1955, are 
reaflirmed and will continue in effect subject to the terms and conditions thereof. Amendments to any 
of the above documents may continue to be made in accordance with the procedures in effect prior to 
October 25, 19 

§ 201.25 Transitory Provision. This revision of Part 201 shall become effective as of November 
11, 1957. However, none of the amendments to Part 201 made effective by this revision will be ap- 
pli ible to claims for reimbursement from, or payments made to, a supplier pursuant to letters of 
credit issued, confirmed, or advised, or payment instructions received prior to November 11, 1957 


J. H. Smith, |: 

Director 
International Cooperation Administration 
Oct. 22, 1957 [F. R. Doc. 57-8827} 
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EXHIBIT F-1 


HouSE OF REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOM MITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C., September 11, 1958. 
Hon. Nett H. McE.roy, 
Secretary of Defense, Department of Defense, 
Washington, D.C. 


DEAR Mr. SeEckETARY: The Commodity Credit Corporation sells large quanti- 
ties of surplus commodities for export at reduced prices and pays direct or in- 
direct export subsidies on other commodities. The Intergovernmental Rela- 
tions Subcommittee is interested in ascertaining whether procedures of the Com- 
modity Credit Corporation and the Defense Department are adequate to insure 
that purchasers of CCC commodities for export or recipients of export subsidies 
do not directly or indirectly resell such commodities to U.S. military depart- 
ments for Overseas use at prices which do not reflect the CCC export sub- 
sidies. During the 85th Congress and the 2d session of the 84th Congress, mem- 
bers of the subcommittee staff have contacted Defense and military department 
personnel concerning this matter on a number of occasions. General Accounting 
Office personnel, at the request of the subcommittee, have also conferred with per- 
sonnel of the departments on the subject. 

In order to assist the subcommittee in its further study, it would be appre- 
ciated if the Department of Defense will provide the following information : 

1. An estimate of the approximate amount of commodities of the type sold 
or subsidized by CCC which have been procured by the military services in the 
United States for overseas use, with such breakdown as may be available show- 
ing the amount of each commodity purchased from private sources and the per- 
centage, if any, obtained directly from CCC during the past 3 years. (Commodi- 
ties sold or subsidized for export by CCC have included beans, barley, corn, 
cottonseed oil, soybeans, rice, wheat, flour, cheese, butter, butter oil, nonfat dry 
milk, oats, and rye.) 

2. A brief description of the arrangements if any, through which military de- 
partments obtain commodities from Commodity Credit Corporation for overseas 
use, including particularly— 

(a) A statement as to whether and by what means any such arrangements 
are designed to insure that the military departments make all possible sav- 
ings through utilization of Government stocks of surplus commodities, to- 
gether with the opinion of the Department as to whether any such arrange- 
ments are accomplishing their intended purpose. 

(b) A statement as to whether the Commodity Credit Corporation has 
cooperated fully in making available surplus commodities requested by the 
military departments. (If the Defense Department is aware of any im- 
portant instances in which CCC has declined to make available requested 
commodities, please cite them.) 

(c) A brief description of any important changes in such arrangements 
or in the manner in which they were being carried out during the past 3 
years. 

3. A description of procedures, if any, designed to insure that commodities 
sold or subsidized for export by CCC are not directly or indirectly reseld to the 
military departments for overseas use (including foreign aid purposes) at prices 
not reflecting such export subsidies, together with the Department's opinion as to 
the effectiveness of such procedures. Please describe separately any important 
changes in the above procedures during the last 3 years. 

4. A description of contracts by the military departments for furnishing of 
recombined milk at offshore installations, including particularly : 

(a) The number and locations of such contracts, the names of the con- 
tractors, and the date of the first contract for each installation 
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(bo) The approximate annual expenditures by the military departments 
for recombined milk, together with the range of prices paid for recombined 
milk. 

(c) A description of the manner in which such contracts were arranged. 
For negotiated contracts, please give a breakdown of estimated costs for 
producing recombined milk. For contracts let by competitive bids, please 
give the number of firms competing and describe the circumstances indi- 
cating the existence of a competitive situation. 

(d) A statement as to whether the contracts required the contractor to 
pass on to the military departments any direct or indirect benefits received 
from CCC export subsidies on the ingredients of recombined milk. 

(e) A statement as to whether, in the opinion of the Department, any of 
the contractors received direct or indirect advantage from CCC export sub- 
sidies in connection with recombined milk contracts. 

5. A description of any instances of which the Department is aware in which 
it purchased commodities from private firms who had previously purchased such 
commodities from CCC at reduced prices for export or received export subsidies 
on such commodities. 

Your cooperation in this matter will be appreciated and, I am sure, will be 
very helpful to the subcommittee. The subcommittee may wish to take testimony 
from representatives of the Department of Defense on this subject at hearings 
the week of September 28. I would appreciate it if your Department will con- 
tact Mr. James Naughton, the subcommittee counsel, to discuss the possibe hear- 
ings and to clarify any questions concerning the information requested in this 
letter. 

Sincerely, 

L. H. FountvaIn, 
Chairman, Intergovernmental Relations Subcommittee. 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 
Washington, D.C., September 27, 1958. 
Hon. L. H. FOUNTAIN, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
mental Operations, House of Representatives. 


Dear Mr. CHAIRMAN: Reference is made to your letter of September 11, 
addressed to the Secretary of Defense, concerning military department purchases 
for export of commodities subsidized by the Commodity Credit Corporation. 


Inasmuch as the information concerning military contracts for the supply of 
recombined milk at offshore installations had to be obtained from overseas com- 
mands and involved the Departments of the Navy and the Air Force, time did 
not permit this information to be incorporated herein. The information con- 
cerning the recombined milk contracts will be furnished in a separate letter as 
soon as it is obtained. 

Since the other information requested in your letter is applicable almost ex- 
clusively to the Department of the Army, as the single manager responsible for 
the procurement of all subsistence supplies for the Department of Defense, by 
mutual agreement between representatives of this office and the staff counsel of 
the subcommittee this information submitted will relate only to commodity 
purchases by the Department of the Army. The information is submitted in 
accordance with the numerical designations in your letter. Such information 
as has not yet been obtained because of the time limitations involved will be 
furnished in subsequent correspondence. 

1. The following are estimates of the amounts of various commodities of the 
types listed in the subcommittee’s letter which were bought for overseas use dur- 
ing the fiscal years 1956—58, inclusive. The figures are broken down to show the 
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amounts in pounds purchased from private firms and the amounts obtained from 
Commodity Credit Corporation (CCC), where applicable. 


[Amounts in pounds] 


Item | Commercial Coc 
Soybeans _. 372, 327, 000 
Beans dry, all types (except soybeans) __- 6, 882, 000 1, 096, 000 
Barley -.... eos isi esi | 1, 963, 000 ; 
Corn webs | 
Cottonseed oil - 7 ; , 140, 400 
Rice, rough and milled j s . | 7, 127, 000 | 
Wheat .__...--- , i + : el | 
Flour (wheat) atone 4 | 267,005, 000 | 
Oats __- ot : | 
Rye-- 2a ‘ . 
Soybean oil ___. -_- decks * 24, 276, 000 
| aaa 32, 906, 000 | 42, 468, 000 
Nonfat milk solids, dry 6, 390, 000 232, 300 
Cheese _. 4, 047, 000 | 2, 273, 000 





2. The arrangement by which commodities are obtained from CCC for export 
can be described briefly as follows. On a requirement for carlot quantities of 
an item which is a commodity sold or subsidized by the CCC, the CCC is con- 
tacted relative to supplying the requirements before solicitation from commer- 
cial sources. Information is furnished CCC with regard to: 


(a.) Item and quantity desired. 

(b.) Applicable specification. 

(c.) Packaging and packing requirements. 
(d.) Required delivery dates. 

(e.) Grade and crop year. 

(f.) Destination. 


Requests for offers from CCC are limited to purchase of carlot quantities 
pursuant to a verbal agreement with CCC since it is considered impractical to 
request offers on less than carlot quantities. Award is made to CCC when it 
offers items meeting specifications at a price equal to or less than the current 
market price. When the price quoted by CCC is higher than the current mar- 
ket prices, CCC is contacted in an attempt to obtain a price equal to or less than the 
market. Various specialists of the Commodity Credit Corporation in Wash- 
ington are contacted depending upon the commodity to be purchased. 

The Department of the Army has a special arrangement with CCC concern- 
ing the utilization of CCC stocks of butter. Prior to this arrangement the 
Army and Air Force normal spread requirements were filled by 60 percent 
margarine and 40 percent butter. As a result of this arrangement the 60 per- 
cent margarine requirement is now secured from CCC stocks of butter on a 
donated basis. That portion of the normal 40 percent butter requirement which 
is needed for use in the continental United States is still secured from com- 
mercial sources, while that portion of the normal 40 percent requirement which 
is required for consumption in the following overseas commands: namely U.S. 
Army, Europe, SETAF, Japan, RYCOM, Korea, and Northern East Command, 
United Kingdom, is purchased from CCC at the world market price as quoted 
by CCC. Unlimited additional quantities over and above normal requirements 
are secured from CCC on a donated basis. Additional quantities over and above 
Navy and Marine normal requirements are also secured from CCC on a donated 
basis. 

3. The Department of the Army procures its overseas requirements at the 
lowest prices obtainable through competition from commercial sources, and only 
after CCC has indicated it cannot fulfill such requirements. 

4. As indicated above, the information requested in paragraph numbered 4 
of the Subcommittee’s letter will be furnished by separate correspondence 

>. The Military Subsistence Supply Agency (MSSA) has reported three 
instances in which the commodities furnished by a private firm may have 
been purchased from CCC with the expectation that an export subsidy would 
be received. 

One instance involved three contracts for flour with Pillsbury Mills, Inc.. 
issued between December 26, 1956, and January 4, 1957, for a total quantity of 
217,704 pounds having a total value of $20,825.59. By promising to furnish 
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proof of export to the Pillsbury Co., MSSA was given a price advantage varying 
from $0.04 to $0.07 a pound on the three orders mentioned. 

Another instance involved eight delivery orders issued to the Borden Co. 
under a purchase notice agreements supply bulletin, which orders were issued 
between December 13, 1956, and March 21, 1957, having a total valuation of 
$30,500. Proof of exportation of Starlac Brand nonfat dry milk solids was 
furnished by a local market center to the Borden Co. and was presumably 
used by Borden to establish a right to the export price for the dry milk. 

MSSA has under consideration a request from a west coast rice vendor 
for proof of export on a procurement involving 4,499 100-pound bags of rice ex- 
ported to Japan. A similar request from another west coast rice vendor is 
pending at one of the west coast market centers. 

I trust this information will be of assistance to your subcommittee. 

Sincerely, 
(Signed) C. G. DopGE 
(For and in the absence of J. H. Michaelis, 
Major General, GS, Chief of Legislative Liaison). 


Exnipit F-2 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 
September 27, 1958. 
Hon. L. H. FouNrvAIN, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DEAR Mr. CHAIRMAN: Reference is made to your letter of September 11, ad- 
dressed to the Secretary of Defense pertaining to procurement procedures of 
surplus commodities from the Commodity Credit Corporation. The information 
submitted herewith is in response to paragraph 4 of your letter relative to con- 
tracts by the military departments for furnishing recombined milk at offshore 
installations. 

Inasmuch as contracts for the supply of recombined milk at offshore installa- 
tions are entered into and administered by the Departments of the Army, Navy, 
and Air Force concerning their respective contracts, individual replies by the 
three Departments are attached as separate enclosures. 

You will note that the Departments of Navy and Air Force have supplemental 
information to be submitted as soon as available. Each Department has been 
requested to forward such information directly to your subcommittee. 

I trust this information will be of assistance to your subcommittee. 


Sincerely, 
(Signed) C. G. Doper, 
(For and in the absence of J. H. Michaelis, 
(Major General, GS, Chief of Legislative Liaison). 
Enclosures: 


1. Information re Army contracts. 
2. Information re Navy contracts. 
3. Information re Air Force contracts. 


ENCLOSURE No. 1. ARMY CONTRACTS 


INFORMATION CONCERNING DEPARTMENT OF THE ARMY RECOMBINED MILK CONTRACTS 


1. The Department of the Army currently has contracts for furnishing recom- 
bined milk at the following overseas locations: Japan, Okinawa, Korea, Hawaii, 
and Alaska. Until 1957 there was an additional Army contract for supply on 
Guam. This contract is now under jurisdiction of the Air Force. 

2. Since the original 1948 contract for supply of the total recombined milk 
requirements for Japan, Okinawa, and Guam was negotiated in Washington, 
D.C., and the three new contracts for supply in Japan, Okinawa, and Guam, 
respectively, were executed in Washington, D.C., after initial negotiations by 
the Far East Command, more detailed information is available on these con- 
tracts. Information relative to the remaining Army contracts was obtained by 
cable from the overseas commands involved and is necessarily less detailed. 
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3. Response to your specific inquiries concerning these contracts is presented 
below and the paragraphing corresponds to that in paragraph 4 of your letter. 


(a) Location and contractor: 


Japan, Okinawa, Guam 


Location 


Contractor | Date of 
contract 
Japan, Okinawa, and Guam (1 contract) International Dairy Supply Co-.--- July 14, 1948 
Japan r tee | Mar. 2.1954 
Okinawa_ . | -do__... Do. 
Guam. | eos Do 





(6) Approximate annual expenditures: Japan, $6,000,000; Okinawa, $1,485.- 
625; Guam (contract now under jurisdiction of Air Force). 

Price range (for quart): Japan, $0.15958 to $0.17643: Guam, $0.16912 to 
$0.17565 (fiscal year 1958). 

(c) A project for the establishment of recombined milk plants for supply of 
personnel in Japan, Okinawa, and Guam was initiated by the Chicago Quarter- 
master Market Center on August 1, 1947. Publicity was given to the project 
through trade papers including the American Dry Milk Institute of Chicago and 
Chicago Journal of Commerce. 

Initially 20 prospective bidders were advised of the project and this number 
was ultimately increased to 39. Among the 39 solicited were major elements in 
the trade, such as Armour & Co., Borden Co., Standard Brands, and Nestle Co. 
None of the named firms indicated any interest. 

In February 1948, after prolonged negotiations with all known potential sup- 
pliers, the field was narrowed to two firms, viz. International Dairy Supply Co., 
and Food Processing Machinery Co. Satisfactory evidence of ability to finance 
the contract was furnished only by International at this time, and a draft of a 
proposed contract with that firm was forwarded to the Far East Command for 
approval. In May 1948, after certain changes in the proposed contract terms 
were recommended by the Far East Command, negotiations were resumed with 
International, Food Processing, and two additional firms that had indicated an 
interest in the project subsequent to the initial solicitation. 

As a result of the final negotiation, one firm (National Dairymen’s Association, 
Inc.) advised that they would be interested, solely on a cost-plus basis, but the 
firm never submitted a definite offer on this basis. Another firm (Henningsen 
Produce Co. of Shanghai, China) failed to submit an offer by the deadline of 
July 14, 1948. The third firm (Food Processing) submitted an offer but still 
failed to submit evidence of its ability to finance the contract. The fourth firm, 
International Dairy Supply Co., submitted an acceptable offer and satisfactory 
evidence of its ability to finance and otherwise successfully perform the contract. 
Accordingly, a contract was entered into with International on July 14, 1948. A 
summary of estimated pricing data submitted by the contractor is appended 
hereto. The contract was thereafter transferred to the Far East Command for 
administration. 

The term of this contract was for 1 year with an option in the Government for 
annual renewal for 4 additional years. These options were exercised by the Far 
East Command. 

In anticipation of the need for a new contract for the supply of 1954 require- 
ments, the Far East Command, in April 1953, commenced negotiations with 
International. In connection therewith, the firm submitted certain cost data to 
the contracting officer for review. Three proposed contracts were drafted, one 
for requirements in Japan, one for requirement in Okinawa, and one for require- 
ments in Guam, whereas the prior contract covered all three areas. The con- 
tracting officer also made certain changes in the contract terms which presumably 
were the result of the experience gained under the original contract. 

Negotiations were conducted with the contractor on March 12, 1954, which 
resulted in amendments to the contracts for a reduction in the prices when sales 
exceed the guaranteed daily production. Your committee has previously been 
furnished cost breakdown on these contracts. The contracts were for a 1-year 
term with an option to the Government for annual renewal for 4 additional years. 
After execution the contracts were transferred to the Far East Command for 
administration. 
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(d) Article I1C(1) of the three contracts executed in 1954 requires the con- 
tractor to give the Department of Army the benefit of any subsidies, discounts, 
or allowances received on the basic ingredients used in the end product. 

(e) The International Dairy Supply Co. has indicated to the Office of the 
Quartermaster General that it has not purchased or used any CCC products in 
connection with its contracts. This evidence has previously been submitted to 
your committee. The Army is currently effecting an investigation to ascertain 
the correctness of this statement. 


(a) Location and contractor : 





Korea 
Location | Contractor Date of 
| contract 
Korea International Dairy Supply Co ; | Dee. 14, 1957 


(0) Approximate annual expenditures, $3,700,000; price range, $0.17295. 

(c) This contract was negotiated with International Dairy Supply Co. There 
were 21 elements of cost which were individually negotiated by the contracting 
officer. The major cost elements are as follows: 

(d) The contract contains a clause which requires International to pass on to 
the Department of the Army any benefits received from Government subsidies 
on surpluses of butter and nonfat dry milk solids. 

(e) Although no evidence is currently available to indicate the International 
has received direct or indirect advantages from CCC export subsidies in con- 
nection with its contract the Army is currently making an inquiry into this area. 


(a) Location and contractor : 





Alaska 
Location Contractor | Date of 
contract 
Alaska | Matanuska Valley Farmers Co-op Association._| Aug. 25, 1950 
Do 0iseun | Feb. 15, 1954 


(b) Approximate annual expenditures, $2,066,157. Price range: Prices range 
from 20.85 cents per quart in 1955 to current price of 19 cents per quart. 

(c) These contracts were negotiated with the contractor after receiving price 
quotation from three potential suppliers in 1950 and four suppliers in 1954. 

(d@) Contracts do not require the contractor to pass on to the Government any 
direct or indirect benefits received from CCC and export subsidies on the in- 
gredients of recombined milk. Information from CCC is that no export subsidies 
are granted for products shipped to Alaska. 

(e) The contractors who furnish and have furnished recombined milk in the 
Alaskan Command purchase ingredients from commercial sources and as far as 
the Command can determine, they do not receive any direct advantage from CCC 
export subsidies; nor does the Command have any evidence that such contractors 
may receive any such indirect advantages. 


(a) Location and contractor: 
Hawaii 


Location | Contractor Date of con- 
tract 
— a — | eater os —_ 
Hawaii | Dairyman’s Assn., Ltd. (Hawaii) | Aug. 1, 1955 
Do ’ | Foremost Dairies—Hawaii, Ltd_ ‘ | Not available 


i 


(b) Approximate annual expenditures, $150,000. Price range: $0.198 to 
$0.209 (calendar year 1958). 
(c) Both of these contracts were negotiated. 











338 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


(d) The contracts do not require the contractor to pass on to the Army any 
benefits received from CCC export subsidies. Information obtained from CCC 
is that no export subsidies are granted for shipments to Hawaii. 

(e) U.S. Army, Hawaii has no knowledge that local contractors receive CCC 
export subsidies on the ingredients of recombined milk furnished to the Army. 


ENCLOSURE No. 2. NAVY CONTRACTS 


DEPARTMENT OF THE NAVY, 
BUREAU OF SUPPLIES AND ACCOUNTS, 
Washington, D.C., September 26, 1958. 

Memorandum for the Assistant Secretary of the Army (Logistics). 

Subject: Letter for Congressman L. H. Fountain, dated September 11, 1958, re 
certain procedures of the Commodity Credit Corporation and the Department 
of Defense. 

As requested by your memorandum of September 19, 1958, the information 
requested by Congressman Fountain’s letter is set forth in the following enclosure, 
Because of the shortness of time, it has not been possible to give all the in- 
formation desired by the Congressman’s letter. Additional information has 
been requested of our field activities, and, when received, this will be forwarded 
to you. 
L. R. KIMBALL, JR., 
Acting Chief of Bureau. 


[ Enclosure] 


INFORMATION REQUESTED BY CONGRESSMAN FOUNT AIN’S LETTER OF SEPTEMBER 11, 1958 


Paragraph 1 


In general, the Navy does not buy the commodities outlined in this paragraph. 
These commodities are supplied to the Navy by the single manager for subsistence. 


Paragraph 2 


The Navy does not obtain commodities from the Commodity Credit 
Corporation. 


Paragraph 3 
Since the Navy does not buy in this area except as outlined below with re- 


gard to recombined milk, the Navy has no procedures for control of CCC com- 
modities overseas. 
Paragraph 4 

In some areas, like Japan, the Navy receives recombined milk from Army and 
Air Force contracts. These contracts will be covered by reports from the other 
Services. 

(a) Hawaii.—Presently, two contracts for recombined milk are in existence 
They are: N604—-26043 with Dairymen’s Association, Ltd., Honolulu, T.H., and 
N604-26044 with Foremost Dairies, Honolulu, T.H. The date when the first 
contract for recombined milk was awarded in Hawaii will be forwarded at a 
later date. 

Rota, Spain.—N62558-1848 (Sept. 15, 1958, to June 30, 1959) with Formet 
International, Inc., 425 Battery Street, San Francisco, Calif. This is the only 
contract for recombined milk ever made in this area by the Navy. 

Taipei, Taiwan.—N62649-5050 (May 1, 1957, to Aug. 31, 1957). N62649-5316 
(Sept. 1, 1957, to June 30, 1958). Both were with Foremost Dairies (Tai- 
wan), Ltd., Taipai, Taiwan. These are the only two contracts that have been 
awarded in this area by the Navy. 

irgentina, Newfoundland.—N189—40301A is presently in use for fiscal year 1959. 
All Argentia contracts for the fiscal years 1954 through 1959 have been with 
United Dairy Equipment Co., West Chester, Pa 

(b) The approximate annual expenditures by the Navy on contracts for recom- 
bined milk it has awarded is approximately $1 million. 

The range of prices has been between .1644 cents per quart in Hawaii in 1954 
and 0.229 per quart in Rota in 1958. In Hawaii, the price per quart has in- 
creased from 0.1644 in 1954 to 0.206 in 1958. 

(c) Hawaii.—Contracts were negotiated. It is not known if a cost breakdown 
Was requested in negotiation. The activity is being requested to forward a 
cost breakdown, if available 
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Rota, Spain.—Contract was negotiated. Five firms submitted quotes. They 
were: Formet, Danegoods, United Dairy, Penguin, and Hubbard. Danegoods 
is a Danish firm: United Dairy, an American firm; Penguin, Swiss: and G. B. 
Hubbard, a United States citizen. It is not known if a cost breakdown was re- 
quested in negotiation. The activity is being requested to forward a cost break- 
down, if available. 

Taipei, Taiwan.—Contracts were negotiated. Foremost was only quoter. The 
prices of recombined milk under both contracts was 0.215 cents per quart sub- 
ject to redetermination downward only at 50 percent of contract performance. 
Redetermination of the first contract after audit resulted in no price change. 
Final prices on second contract have not been established. It is not known 
if a cost breakdown was requested in negotiation. The activity is being re- 
quested to forward a cost breakdown, if available. The audit report is also 
being requested. 

Argentia, Newfoundland.—For fiscal years 1954 through 1957, contracts were 
negotiated. The formal advertised method was used for fiscal years 1958 and 
1959 because many firms had indicated interest in this field. In the fiscal year 
1959 invitation, 13 firms were solicited but only United Dairy submitted a bid. 
It is not known if a cost breakdown was requested. The activity is being re- 
quested to forward a cost breakdown, if available. 

(d@) Hawaii.—Both contractors state that they did not obtain ingredients 
from the CCC for use in their Navy contracts. Contracts contains no reference 
to CCC ingredients. 

Rota, Spain.—Contractor uses CCC ingredients. Contract prices are based 
upon CCC export prices and any benefits from the subsidized prices are passed 
on to the Navy by the terms of the contract. 

Taipei, Taiwan—Both contracts were made in contemplation that contractor 
would use certain ingredients from the CCC program and prices of both con- 
tracts were based upon the subsidized cost of these ingredients. Contracts are 
subject to redetermination downward. Any benefits from subsidized prices would 
pass to the Navy by terms of the contract. 

Argentia, Neiwfoundland.—Contractor states he does not use CCC ingredients 
in his Navy contracts. No reference is made to CCC ingredients in contract. 

(e) In Taipei, Taiwan, and Rota, Spain, the contract was based upon the con- 
tractor’s receiving ingredients from CCC at their subsidized prices. The con- 
tract prices reflected the use of these ingredients. Insofar as:the Navy is 
aware, none of the contractors received direct or indirect advantage from CCC 
export subsidies in connection with recombined milk contracts. 


Paragraph 5 


The Navy, aS mentioned above, does not buy commodities in this area except 
as explained above with reference to recombined milk. It is not aware of any 
other case in which it purchased commodities from private firms who had pre- 
viously purchased commodities from CCC at reduced prices for export or re- 
ceived export subsidies on such commodities. 


ENCLOSURE No. 3. Atk Force CONTRACTS 


DEPARTMENT OF THE AIR FORCE, 
Washington, September 26, 1958. 
Memorandum for the Assistant Secretary of the Army, Logistics. 
Subject: Letter from Congressman L. H. Fountain, dated September 11, 1958, 
re certain procedures of the Commodity Credit Corporation and the DOD. 


1. The attached information provides an interim response to a memorandum 
dated September 19, 1958, subject as above, from your office to the Assistant 
Secretary of the Air Force, Materiel. Additional information on which to pro- 
vide a final reply is now being obtained from Air Force overseas bases and will 
be forwarded on October 15, 1958. 

2. In accordance with an agreement reached with Mr. Naughton, counsel for 
the Intergovernmental Relations Subcommittee, House Committee on Govern- 
ment Operations, the Air Force reply is directed to paragraph 4 of a letter dated 
September 11, 1958, from the subcommittee to the Secretary of Defense. Com- 
plete inforination on the cost breakdown used in the negotiation of contracts 
for recombined milk, the reasonableness of the contract price, and the facts 
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relating to CCC export subsidies has not been covered in the attached memoran- 
dum due to the incomplete information. We can state, however, that such 
procedures as competitive proposals and cost analysis are being utilized to 
achieve competitive contract prices. In addition, Headquarters, Air Materiel 
Command, in a letter dated August 23, 1957, advised all Air Force activities 
engaged in the purchase of recombined milk that CCC export subsidies would be 
considered in a negotiation and award of contracts for this commodity. 


C. R. Roperik 
(For and in the absence of W. P. Fisher, 
Major General, USAF Director, Legislative Liaison. ) 

1. Contractor: United Dairy Equipment Co., Westchester, Pa. 

2. Contract No.: AF 65(209)-194, April 24, 1958. 

3. Installatioons served: Ernest Harmon Air Force Base, Newfoundland: 
Goose Air Force Base, Labrador; Thule Air Force Base, Greenland; Sondre- 
stromfjord Air Base, Greenland; Pepperell Air Base, Newfoundland. 

4. Prices: 


Item : Unit price 
Sane, Wilte; Weare. So ete: iy Stubs send % U2 eR 
Milk, white, half pint______~~- bee Si et a ae és rai . 049 
paeets; | Wines; eee Glis 2ooh ie sds Sl fi cu SG lhStdt xieees . 6135 
ware; @honobibe, quetieii. 3 25a8e ss cote dale a wee . 199 


1. Contractor: Sterovita Milk Products, 189 Overtom Street, Amsterdam, Hol- 
land. 

2. Contract No.: AF 63(192)-376. 

3. Installations serviced: Wheelus Air Base for activities in Tripoli. 

4. Prices: Per 100 quarts, $18.40; 100 pints, $10.25; 100 half-pints, $6.75. 

1. Contractor: International Dairy Engineering Co., 425 Battery Street, San 
Francisco 11, Calif. 

2. Contract No. : 61(173)—235-1 August 1958. 

3. Installations served: Athens, Greece, and incoming naval units. 
4. Prices: 


Item Unit Estimated | Unit price 
quantity 


Recombined milk Quart 396, 000 $0. 24136 
Do Pint 49, 500 13878 
Ric Half pint 297. 000 07844 

Chocolate flavored Quart 54, 450 24396 
Do mh Half pint 58, O80 07929 
Do Pint 7, 260 14028 

Recombined buttermilk Quart 18, 700 22148 

Recombined light cream Half pint 26, 755 17069 

Recombined heavy cream do 3, 850 28936 

Cottage cheese Pint 16, 500 34164 

Cream cheese 8 ounce package 4, 400 34766 

Ice cream, 10 percent bulk Gallon 1, 106 1. 76412 
Do Half gallon 15, 400 93206 
Do Pint 13, 200 23552 
Do 12-544 ounce cups 1, 100 1. 14924 

Sherbert Half gallon 10, 400 91206 
Do Pint 12, 800 23052 

Egg nog Quart 1, 600 4500 


1. Contractor: United Dairy Equipment Co., Westchester, Pa. 

2. Contract No.: AF 65(020)-—234, November 4, 1957. Past annual expenditure 
$210,198.00. 

3. Installations served: 1604 Air Base Wing, Kindley Air Base, Bermuda. 
U.S. Naval Station, Bermuda. 

4. Prices: 


Item: Unit price 
Milk, white, quart___-_ se Se i : $0. 18 
ree Oy ites RTP eo sole Seas St eee itu vee . O55 
Milk, chocolate, quart._____------~-~- elles ae , ; . 21 
Milk, chocolate, half pint—- DPS es ‘ : 1 25k . 06 
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1. Contractor: United Dairy Equipment Co., Westchester, Pa. 

2. Contract No.: AF 61(190)-197, October 31, 1957. Past annual expenditure 
$137,520. 

3. Installations served: Iceland Air Defense Force, 1 Army and 1 Navy field 
ration mess. 

4. Prices: 


Item: Unit price 
atilk, -wWitite, atiarto. i006 Le ol a oe $0. 21 
WER) nocelnee; UORt i Le cee Ce ak. 

1. Contractor : Sterovita, Casablanca, Morocco. 

2. Contract No, : AF 63 (231) -844 —n2, June 1958 (resale). 

3. Installations served: 3922 AB Group, Nouasseur, Morocco; 7221 Supply 
Squadron, Rabat, Morocco ; 3926 AB Group, Ben Guerir, Morocco ; 3906 AB Group, 
Sidi Slimane, Morocco. 

4. Prices paid : Quarts—$0.251. 

1. Contractor: International Dairy Engineering Co., 425 Battery St., San 
Francisco 11, Calif. 

2. Contract No. : AF 61(353)-281, June 25, 1958. 

3. Installations served: Turkey : Karamusel, Samsun; Ankara, Adana; Ismir, 
Irabson ; Sinop, Diyar Bakir. 

4. Prices: 


9s 


Item Unit Estimated | Unit price 
quantity 
Ankara 

Recombined milk Quart 999, 660 $0. 22296 
Do Pint 222, 000 . 12820 

Do Le pint , 3 91, 584 07246 
Recombined chocolate milk Quart 7 , 257, 544 25427 
Do Pint 18, 372 14521 

Do 4 pint 8 80, 040 . 08264 
Recombined buttermilk Quart 38, 520 | 16539 
Recombined light cream Le pint 4, 284 . 17055 
Recombined heavy cream do 5, 376 . 28928 
Recombined cottage cheese Pint 35, 112 28482 
Ice cream Gallon 3, 312 1. 69652 
Do '4 gallon 14, 536 86088 

Do Quart 18, 468 43223 
Egg nog do 4, 000 45006 

Ismir 

Recombined milk do 320, 000 21438 
Do Pint 2, 000 12327 
Recombined chocolate milk Quart ‘ 80, 000 24569 
Do Pint ‘ ‘ 7, 000 14127 
Recombined buttermilk Quart : 9, COO 16539 
Recombined light cream lg pint 1, 400 | . 17055 
Recombined heavy cream do ‘ 1, 600 . 28928 
Ice cream Gallon 15, 000 1. 60276 
Do V4 gallon 5, 000 81400 

Do Quart 14, 000 40880 

Do Pint 3, 000 . 21617 


1. Contractor : Usine Pengouin S.A., Casablanca, Morocco. 

2. Contract No.: AF 63(231)-—845, June 3, 1958 (Resale). 

3. Installations served: 3922 AB Group, Nouasseur, Morocco; 7221 Supply 
Squadron, Rabat, Morocco; 3906 AB Group, Sidi Slimane, Morocco; 3926 AB 
Group, Ben Guerir, Morocco. 

t. Prices: Quarts, $0.252. 

1. Contractor: United Dairy Equipment Co., Westchester, Pa. 

2. Contract No. AF 61(312)—52, October 22, 1956. 

3. Installations serviced : Spain wide. 

4. Prices: White, quarts, $0.174; white, half pints, $0.05; chocolate quarts, 
$0.204 ; chocolate, half pints, $0.06. 

1. Contractor : Sterovita, S.A., Casablanca, Morocco. 

2. Contract No.: AF 68(231)—-841, May 23, 1958 (troop issue). 


3. Installations served: 3922 AB Group, Nouasseur, Morocco; 7221 Supply 
Squadron, Rabat, Morocco; 3906 AB Group, Sidi Slimane, Morocco; 3926 AB 
group, Ben Guerir, Morocco. 


4. Prices paid: White, quarts, $0.256. 
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DEPARTMENT OF THE AIR FORCE, 
Washington, D.C., October 20, 1958. 
Hon. L. H. FOUNTAIN, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DEAR MR. CHAIRMAN: On September 27, 1958, the Department of the Army 
furnished your subcommittee certain information in response to your letter 
dated September 11, 1958, to the Honorable Neil H. McElroy, Secretary of De- 
fense. Included in the Army’s response was certain information regarding Air 
Force contracts for recombined milk. 

Additional information on these contracts has now become available and is 
submitted as an enclosure hereto for purposes of clarity. The information is 
set forth in the same paragraph arrangement as the questions are asked in 
reference letter above, and only that part of the question that has not been 
previously answered is included. 

I trust that the information forwarded herein will be helpful to you and your 
inquiry on the subject. If there is any further information that you desire, 
please do not hesitate to advise me. 

Sincerely yours, 
BoURNE ADKISON, 
Colonel, USAF ., Deputy Director, 
(For and in the absence of W. P. Fisher, major general, USAF., Director, 
Legislative Liaison). 


SUPPLEMENTARY INFORMATION RE AIR FORCE CONTRACTS FOR RECOMBINED MILK 


4. (a) Date of the first contract for each installation : 


Installation : Date of first contract 
Northeast area: East Harmon Air Force Base, Newfound- 
land: Goose Airbase, Labrador; Thule Airbase, Greenland: 
Sondrestrom Airbase, Greenland; Pepperrell Air Force Base, 


Newfoundland ; Mar. 1, 19538 
Spain__ Oct. 22, 1956 
Bermuda adi Sept. 30, 1954 
Iceland ; Aug. 1, 1953 
Turkey ee _. Sept. 10, 1956 
Greece tes _. May 30, 1956 
Libya _.. Mar. 26, 1956 
Morocco 6 May 9, 1952 


4. (b) Approximate annual expenditure: 


Northeast area a $1, 100, 892 


Spain-_ ee ; 526, 000 
Bermuda__- Zo 162, 480 
Iceland 37, 520 
Turkey 499, 596 
Greece 168, 435 
a , 598, 306 
Morocco 736, 605 

Total 3, 929, 834 


4. (c) All Air Force contracts for recombined milk were negotiated. Break- 
downs of estimated costs for producing recombined milk are not presently avail- 
able. However, action has been taken to obtain such cost information in detail 
by requesting the Air Force auditor general to make a detailed inspection and 
audit on the operation of each of the contractors who currently hold Air Force 
contracts for recombined milk. 

4. (d) Information respecting the question as to whether the contracts require 
the contractor to pass on to the Air Forces any direct or indirect subsidies re- 
ceived on purchases of recombined milk ingredients cannot be answered until 
copies of all contracts have been obtained and reviewed to see if they contain 
such a clause. These contracts are controlled locally and copies have been re- 
quested. The information requested will be furnished as soon as possible after 
the contracts have been reviewed. 
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All Air Force contracting officers have been advised to insure that such sub- 
sidies are adequately reflected in the price when negotiating recombined milk 
contracts. These instructions were disseminated worldwide on August 23, 1957, 
as follows: 

“Contracting officers concerned with the procurement of recombined milk 
should be advised that contractors offering recombined milk may utilize CCC 
purchased components and that, accordingly, they should seek to secure for the 
Air Force price reductions adequately reflecting the price advantage gained by 
contractors from the ability to purchase directly or indirectly from the Com- 
modity Credit Corporation.” 

Action is presently being taken by Headquarters, USAF, to formulate a uni- 
form clause to be included in all future recombined milk contracts that will re- 
quire the contractor to pass on to the Air Force any direct or indirect benefits 
received from CCC export subsidies on the ingredients of recombined milk. 

4. (e) Due to the lack of adequate cost information and firsthand knowledge of 
the many variable factors that could contribute to the total price of recombined 
milk at the different Air Force installations, it is not possible to state with any 
degree of accuracy, whether any of the Air Force contractors furnishing recom- 
bined milk have received direct or indirect advantage from CCC export sub- 
sidies on the ingredients of recombined milk. It is anticipated that if any con- 
tractors are in fact gaining such an advantage under current Air Force contracts, 
it will be disclosed by the aforementioned audit, and corrective action will be 
taken immediately. 

5. Except for the purchase of recombined milk that has been made from in- 
gredients purchased from the CCC at reduced export prices, this Department is 
not aware of any instances in which it purchased commodities from private firms 
who had previously purchased such commodities from CCC at reduced prices for 
export or received export subsidies on such commodities. 


DEPARTMENT OF THE NAVY, 
BUREAU OF SUPPLIES AND ACCOUNTS, 
Washington, D.C., November 7, 1958. 
Hon. L. H. FountvaAIN, 
Chairman, Intergovernmental Relations Subcommittee of the Government Opera- 
tions Committee, House Office Building, Washington, D.C. 


My DEAR Mr. CHAIRMAN: As agreed at a hearing of your subcommittee on 
October 1, 1958, the Navy is supplementing the information which was pre- 
viously presented to you by letter. 


Port Lyautey, Morocco 


In addition to the Navy contracts for recombined milk reported to you pre- 
viously, the Navy entered into contracts at Port Lyautey, Morocco. The first 
contract was awarded in January 1954. All the contracts were negotiated with 
Usine Pingouin Co., a Swiss company. <A cost breakdown was obtained in 1957; 
a copy is attached herewith (exhibit 1). Contract prices were deemed fair and 
reasonable after comparison with other milk prices and contract prices for recom- 
bined milk on other contracts in the area. The dried milk powder used from 
January 1954 to July 1957 was procured by the contractor from Denmark. From 
July 1957 to July 1958 the powder was procured by the Navy exchange from a 
Swedish company for resale to the contractor. From August 1958 to the present 
time, the powder has been obtained by the Navy exchange for resale to the 
contractor from Northfield Cheese Corp., 108-116 Sylvan Avenue, Newark, N.J. 
The price for recombined milk in 1954 was 24.3 cents per liter, in the 1958 con- 
tract it is 22.5 cents per quart. 

Hawaii 


The first Navy contract for recombined milk in Hawaii was awarded in 1946. 
No cost breakdowns were requested. Prices were considered fair and reasonable 
as compared with the price of whole milk in this market; also, because prices 
have remained relatively stable since the cost audit of September 1952. Both 
contractors, Dairymen’s Association and Foremost Dairies, have stated that CCC- 
subsidized ingredients are not and have not been used in their production of re- 
combined milk. They further state that since their production in Hawaii is 
solely for markets in Hawaii, they are not eligible to obtain or use CCC-sub- 
sidized ingredients. 
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irgentia, Newfoundland 


The first contract for recombined milk was issued in October 1953. A cost 
breakdown was not requested for the fiscal year 1959 invitation as the price 
offered reflected a reduction of 1 cent a quart under the price of the preceding 
contract. A cost breakdown (exhibit 2) had been furnished by the company in 
negotiating a contract for the period July through December 1954. It was felt 
that no essential change had taken place since that period that would indicate 
any substantial change in costs. The company states that it has passed on to 
the Navy any reduction in cost of ingredients. It further states (exhibit 3) that 
it was not aware of a subsidy on anhydrous fat until very recently. 

Taipei, Taiwan 

A cost breakdown was obtained from the contractor during negotiation of 
the first contract in April 1957. The figures presented at that time were for the 
most part theoretical calculations, since when the contract was negotiated, the 
Taipei plant had not yet begun production. The lack of cost information, the 
unknown productive rate of the plant, and a belief that the quoted prices might 
eventually prove to be high were the primary factors dictating a short-term 
initial contract with provision for price redetermination. 

In August 1957 a preliminary audit of the company’s operation indicated a 
loss condition for the initial contract. At that time a second contract was 
written to cover the period from September 1, 1957, through June 30, 1958. Item 
prices were the same as the second contract and again the price redetermination 
provision was used. 

Under both contracts the prime contractor (Foremost Dairies) purchased all 
ingredients from International Dairy Engineering Co. (Indasia). The effect 
of the CCC subsidy is reflected in Indasia’s billings to Foremost (see exhibit 4). 
Audits of both contracts verify that the benefit of the subsidy was passed on 
to the prime contractor, and, in turn, to the Navy. Redetermination of the 
prices of the second contract is presently being negotiated. 

Effective July 1, 1958, the Army assumed the job of contracting for recombined 
milk for the Navy on Taiwan. 


Rota, Spain 


The cost breakdown submitted by Foremet International at the time of 
negotiation is attached (exhibit 5). 

The Navy has asked all its activities that have placed contracts for recom- 
bined milk to request an audit of the contractor’s books to determine if the con- 
tractor is buying CCC-subsidized ingredients directly or indirectly and obtaining 
the benefit of the subsidies without passing this price differential on to the Navy. 
These audits should be completed within the next few months. 

If there is any further information you desire, the Navy will be most happy 
to furnish it. 

Sincerely yours, 
L. P. KIMBALL, Jr., 
Rear Admiral, SC, U.S. Navy, 
Acting Chief of Bureau. 
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DEPARTMENT OF THE AIR FORCE, 
Washington, January 29, 1959. 
Hon. L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DEAR Mr. CHAIRMAN: In further reply to your letter of September 11, 1958, 
addressed to the Secretary of Defense, I am pleased to attach additional in- 
formation relating to Air Force contracts for recombined milk. This information 
is supplementary to the data previously furnished in our letter of October 20, 
1958, and covers costing information on Air Force contracts with the United 
Dairy Equipment Co. 

In the attached exhibits, there is included detailed data on costs of the United 
Dairy Equipment Co. of West Chester, Pa., for the production of recombined 
(filled) milk under Air Force contracts during the 64-year period ended June 
30, 1958. It will be noted that the cost data submitted herewith includes related 
information pertaining to contract prices, together with sources and prices of 
ingredients. 

In examining Air Force contracts currently in effect with this company, it 
was found that there was no specific provision requiring the contractor to pass 
to the Air Force any direct or indirect benefits received from Commodity Credit 
Corporation export subsidies. In this connection, however, as previously stated 
in our letter of October 20, 1958, instructions were disseminated to all Air Force 
installations on August 23, 1957, advising Air Force contracting officers to insure 
that such subsidies were adequately reflected in the contract price. 

Additional information on other Air Force recombined milk contractors will 
be forwarded to your subcommittee as it becomes available. 

If I can be of any further assistance, please do not hesitate to contact me. 

Sincerely yours, 
W. P. FISHER, 
Major General, USAF, 
Director, Legislative Liaison. 
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DEPARTMENT OF THE Navy, 
BUBEAU OF SUPPLIES AND ACCOUNTS, 


Washington, D.C., February 27, 1959. 
Hon. L. H. Fountain, 


Chairman, Intergovernmental Relations Subcommittee of the Government Opera- 
tions Committee, House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: On October 1, 1958, your subcommittee held a hear- 
ing on the Defense Department’s recombined milk contracts. At that time your 
subcommittee requested the Navy to determine whether contractors had been 
passing on to the Navy the benefits of any CCC subsidies obtained on the recom- 
bined milk ingredients. A thorough review of all Navy recombined milk con- 
tracts has been made in this connection. Where there was no indication either in 
the contract or in the procurement history that availability of CCC subsidies 
had been considered in establishing contract prices, audits were made to ascer- 
tain the extent to which subsidies were obtained by the contractors. Subsidy 
audit results covering Argentia, Newfoundland, and Port Lyautey, Morocco, 
contracts are enclosed. With regard to the United Dairy Equipment Co., the 
ingredient cost data and detailed explanation of costs furnished your subcom- 
mittee by the Air Force is also applicable to the enclosed operating cost state- 
ment for this company’s Argentia contracts. Mr. Naughton has been furnished 
with the audit of the Rota, Spain, contract. 

Specific findings of this contract review are summarized below : 


Hawaii 


The CCC program does not provide for subsidies on products shipped to Hawaii. 
Therefore, no subsidies are involved in recombined milk contracts for this area. 


Port Lyautey, Morocco 


The contractor, Pingouin Milk Co. (a Swiss company), used foreign ingredients 
prior to August 1958 and no subsidies were involved. Subsequent to August 1958 
the Navy Exchange at Port Lyautey purchased dry milk powder in the United 
States for resale to the contractor. The purpose of this transaction was to avoid 
import tax which would have been applicable had the contractor made direct 
purchases. This arrangement was worked out during contract negotiations, and 
the tax savings are reflected in the contract prices. However, the availability of 
CCC dry milk powder at subsidized prices was not realized at the time of negotia- 
tion, and the contract prices do not reflect subsidy benefits. 

Eighty thousand pounds of dry milk powder was purchased by the Navy 
Exchange at subsidized prices and resold to the contractor at these prices. The 
contractor was requested to refund $7,822.25, representing subsidy benefits, but 
has refused to do so since such refund is not required by the contract. However, 
article 2 of the contract requires redetermination of price for milk in 5-gallon 
containers. Redetermination is presently being conducted and subsidy benefits 
are being considered in negotiations with the contractor. 

The anhydrous milk fat used in this contract is of Danish origin and no CCC 
subsidies are involved. 


Rota, Spain 


The initial contract for Rota is with Foremet International, Inc., of San 
Francisco, Calif., and covers the period September 1958 through June 1959, 
with options to renew for yearly periods up to 6 years. The availability of 
subsidies was fully considered in negotiating this contract, and the prices 
reflect subsidy benefits on dry milk powder. No subsidy is being obtained on 
anhydrous milk fat. The contract contains an ingredient price revision clause 
which insures that subsidy benefits will continue to be reflected in contract prices 
if and when renewal options are exercised by the Navy. 


irgentia, Newfoundland 


The United Dairy Equipment Co. of West Chester, Pa., has had the contracts 
for Argentia’s recombined milk requirements since fiscal year 1954. Potential 
subsidy benefits were not considered during negotiations or provided for in 
the terms of the contracts. Cost breakdowns were not obtained because prices 
were considered reasonable by comparison with frozen milk prices (currently 
about $0.02 per quart higher than recombined milk prices for Argentia). A 
further check on reasonableness of the contractor’s price was obtained by 
comparing his offer of $0.22 per quart with another offer of $0.266 per quart 
for fiscal year 1956 requirements. 
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Audit of these contracts reveals that the contractor obtained subsidy benefits 
on dry milk powder purchases from U.S. sources starting in fiscal year 1956, 
and on anhydrous milk fat starting in fiscal year 1959. Although the contractor 
claims that contract prices reflect these subsidy benefits, it is difficult to evaluate 
this claim in the absence of any contract price fluctuations clearly attributable to 
subsidy considerations. Unless subsidy benefits are specifically considered in 
negotiation and provided for in the contract, their influence on price, as claimed 
by the contractor, is practically untraceable. This is so because prices are the 
result of a combination of many cost and market factors, and the influence 
of any single factor is extremely difficult to isolate unless that factor was 
specifically considered in the procurement history. 


Taiwan 


Two contracts were made with Foremost Dairies (Taiwan), Ltd., covering 
the periods May through August 1957 and September 1957 through June 1958. 
The availability of anhydrous milk fat and dry milk powder subsidies was 
fully considered during negotiation of these contracts and prices reflect sub- 
sidy benefits. Both contracts contained price redetermination clauses and the 
second contract incorporated a subsidies clause providing for equitable price 
adjustment in the event contract costs are affected by fluctuation in CCC ex- 
port prices. 

Steps are now being taken to insure that in all cases subsidy benefits obtained 
in future recombined milk contracts will be reflected in contract prices. 

I hope that the foregoing information will be of assistance in your study of 
milk ingredient subsidies. 

Sincerely yours, 
J. W. Bounpy, 
Rear Admiral, SC, USN, Chief of Bureau. 

Enclosures : 

(1) Cost data on contracts with United Dairy Equipment Co. 
(2) Cost data on contracts with Pingouin Dairy. 


United Dairy Equipment Co., West Chester, Pa.—Detailed listing of contract 
prices for the period Jan. 1, 1952, through Jan. 15, 1960 


Contract prices 
| 


White | White | Choc- 
| milk, | milk, | olate 


per | per | milk, 


Contract No. Date of Duration of contract prices 
contract 


quart | pint per 
| quart 
Argentia (Navy 
N 189s-94523__- ; .| Oct. 12,1953 | Nov. 9, 1953-June 30, 1954. _- --| 10. 25 | 10.27 
N 189s-956A - July 8, 1954 | July 1, 1954-June 30, 1955 196 23 
N 189s-13247A July 6,1955 | July 1, 1955-Dec. 31, 1955_- | 1 Pica .2 
N 189s-13373A July 20,1955 | Oct. 1, 1955-June 30, 1956__ 2.22 (20.065 2, 252 
N 189(138)-21713A June 28,1956 | July 1, 1956-July 31, 1956 222 | 2.065 2, 252 
N 189-32041A__. July 19,1956 | Aug. 1, 1956-June 30, 1957__ __- 2.22 | 2.068 2, 252 
oan 
N 189-36513A_. June 24,1957 | July 1, 1957-June 30, 1958. __- o- { = \2. 068 2. 265 
N 189-40301A June 23,1958 | July 1, 1958-June 30, 1959 .|{ ’ 2 i}2 0625 | 2.25 





1 Less volume discount, dependent on quantity of purchases and cash discount (enclosure (1)). 
2? Price is for product containing anhydrous fat. All other prices in this listing are for products containing 
vegetable fat. 


EXHIBIT G 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 
Washington, D.C., October 30, 1958. 
Hon. L. H. FountTalIn, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


DeaR Mr. CHAIRMAN: Reference is made to the hearings before your subcom- 
mittee on October 1, 1958, at which representatives of the Quartermaster Corps 
promised to develop and furnish further information to the subcommittee per- 
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taining to the Military Subsistence Supply Agency (MSSA). Attached herewith 
is the following information : 

(a) List of MSSA suppliers of butter for export indicating principal sup- 
pliers. (Tab A) 

(b) List of brand name suppliers of nonfat dry milk solids with price lists 
for various container sizes as of March 1, 1957, and October 7, 1958. (Tab B) 

(c) Statistics relative to estimated quantities of dairy products purchased 
from private sources and Commodity Credit Corporation (CCC) during fiscal 
years 1956 through 1958, including estimated prices paid. (Tab C) 

(d) Statistics relative to estimated quantities of commodities, other than dairy 
products, purchased from private sources and CCC during fiscal years 1956 
through 1958, including estimated prices paid. (Tab D) 

The MSSA advises that export records of the CCC indicate that the Borden 
Co. was the only supplier of brand name nonfat dry milk solids which purchased 
nonfat milk solids from CCC at reduced prices for export from calendar year 
1954 to date. Accordingly, it would appear that the Carnation Co. and the Pet 
Milk Co. did not realize any excessive profits by virtue of CCC export subsidies 
on their sales to the military services of brand name dry milk solids. 

I trust that this information will be of assistance to your subcommittee. 

Sincerely, 
J. H. MICHAELIS, 
Major General, GS, Chief of Legislative Liaison. 


List OF MSSA Supp tiers oF BuTTer For Export, INDICATING 
PRINCIPAL SUPPLIERS FiscaL YEARS 1956-58 


Carl Ahlers, Inc., 168 Duane Street, New York, N.Y. 

Consolidated Dairy Products Co., 1474 North Indiana Street, Los Angeles, Calif. 

Howard Golz & Co., 4600 South Packers Avenue, Chicago, Ill. 

Berkshire Foods, Inc., 4600 South Packers Avenue, Chicago, II. 

Sylvester Dairy Products, Inc.,’ 1301 17th Street, San Francisco, Calif. 

Wilsey, Bennett Co.,’ 700 Front Street, San Francisco, Calif. 

C. W. Dunnet & Co., 1525 North American Street, Philadelphia, Pa. 

Farmers Union Cooperative Creamery Co.,’ Superior, Nebr., Aurora, Nebr.. 
Fairbury, Nebr. 

Kellers Creamery, Inc., R. D. 2, Telford, Pa. 

Turner & Pease Co., 815 Western Avenue, Seattle, Wash. 

Western Dairy Products, Inc., 1399 Battery Street, San Francisco, Calif. 

Challenge Cream & Butter Association, 929 East Second Street, Los Angeles, 
Calif. 

Ocoma Foods Co., Holdrege, Nebr. 

Arden Farms, Co., 1900 West Slauson Avenue, Los Angeles, Calif. 

Dari-Best Butter Co., Inc., 184-186 Duane Street, New York, N.Y. 

Fox DeLuxe Foods, Inc., 1122 Fulton Street, Chicago, Il. 

Armour & Co., 401 North Wabash Avenue, Chicago, Ill. 

The Cudahy Packing Co., 33d and O Streets, Omaha, Nebr. 

Swift & Co., Union Stock Yards, Chicago, Il. 

Sugar Creek Creamery Co., Inc., 123 Washington Avenue, Danville, Ill. 
1 Based upon a study of carlot commercial procurements of butter during the period 


Feb. 19, 1958, through Oct. 16, 1958, these three firms delivered over 50 percent of the 
total quantity of 208 carlots. 


Branp NAME Supp tiers oF Nonrat Dry MILK So.ips 


1. Borden Foods Co., division of the Borden Co., 350 Madison Avenue, New 
York, N.Y. P.N.A. No. DA 49-104-QM-P-128. Supply bulletin No. 10—500-128. 
Brand name: Starlac. 

2. Carnation Co., Los Angeles, Calif. P.N.A. No. DA 11-027-QM-P-370. 
Supply bulletin No. 10-500-370. Brand name: Carnation. 

3. Pet Milk Co., 1401 Arcade Building, St. Louis, Mo. P.N.A. No. DA 11-027- 
QM-P-344. Supply bulletin No. 10-500-344. Brand name: Pet. 
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PURCHASE NOTICE AGREEMENT PRICES AS OF MAR. 1, 1957 


DA 49-104-QM-—P-128 (SB 10-500—128), the Bordon Food Products Co., division 
of the Borden Co., 350 Madison Avenue, New York, N.Y.: 


Unit | Less-than- | Carload lot 








Borden’s brand 
carload lot 
a | _ 
Instant Starlac: 
A 26. teh teenie ind 0 BAR eead es aoe | Package--.__| 0. 675 
SSS i. 5. tical wie Step pdine ic tition eaten a aiedh «tet Riedl ee 309 | 
9.6 ounces_- ; Coens Seek . 2352 


DA 11—-027—-QM-P-370 (SB 10-500-370), Carnation Co., Los Angeles, Calif. : 














Carnation products Unit Less-than- Carload lot 
| carload lot 
ie - ts | 7 isa 
Instant nonfat dry milk: | 
9.6 ounces_--__- Box. 0. 2417 0. 2375 
25.6 ounces... .- ‘ ; i pon 


= -_ 
| 


| 


. 5817 | 5733 


DA 11-027-QM-P-344 (SB 10-500-344), Pet Milk Co., 1401 Arcade Building, 
St. Louis, Mo.: 








Pet Milk brand | Unit Less-than- Carload lot 
carload lot 
. | 
Instant nonfat dry milk: 
2 pounds, 7 ounces. Package_____| 0. 6745 | 0. 6664 
13 ounces _ - - Jar_- | .27 2658 





PURCHASE NOTICE AGREEMENT PRICES AS OF OcT. 7, 1958 


DA 49-104-QM-P-128 (SB 100-500-128), Bordon Foods Co., division of the 
Bordon Co., 350 Madison Avenue, New York, N.Y.: 


Borden’s brand Unit | Less-than- Carload lot 
carload lot 


Instant Starlac: 


| 

ShAgenes.........0 2. 230 !.2nd..3231 erect l_ Pedimge 2... 0.748 
16 ounces - bh ~ inptondath bade sot do . 3426 
9.6 ounces - _. do . 2328 





DA 11—027-—QM-P-370 (SB-10—-500-370), Carnation Co., Los Angeles, Calif. : 








Carnation products Unit | Less-than- 
carload lot 


Carload lot 


Instant nonfat dry milk: 
2 pounds, 127% ounces- ---- bi iad. ~ Sti olden | Box. _- 0. 8917 0. 8833 
1 pound, 958 ounces do. 575 | 5667 
95¢ ounces. __-- er ; nieashans Esai dl Gp..... . 2375 . 2333 








he 


ot 


lot 


8833 
5667 
2333 
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DA 11-027-QM-—P-344 (SB 10-500-344), Pet Milk Co., 1401 Arcade Building, 
St. Louis, Mo.: 


Pet Milk brand Unit Less-than- Carload lot 
carload lot 





Instant nonfat dry milk: 
2 pounds, 7 ounces with Py —. Raaien dee anmcemmaiias Package -.._- 0. 7481 0. 7399 
13 ounces with pouring spout - scl a caceeadudsdeets incre andsiat . 2879 . 2838 








STATISTICS RELATIVE TO ESTIMATED QUANTITIES OF DaIRY PropucTs PURCHASED 
FROM PRIVATE Sources AND CCC Durine Fiscat YEARS 1956 THroveH 1958, 
INCLUDING ESTIMATED PRICES PAID 


Statistics relative to estimated quantities of dairy products purchased from 
private sources and CCC during fiscal years 1956 through 1958, including 
estimated prices paid 
































‘ 
Purchased from private Obtained from CCC 
sources 
Item | | 
Average Donated Basis Purchased Basis 
Total | price per (total (average (total (average 
pounds | pound pounds) price per pounds) price per 
| pound) pound) 
? 
Butter __ | 32, 905, 912 $0. 6216 | 24, 973, 319 (‘) 17, 494, 998 $0. 3900 
ER BZ c0 bd ts Sy a SGD Fonnccnnnnaat $6, 823, 049 
Ci ii iennccccdsexausawene 4, 047, 419 $0. 3904 | 2, 104, 425 (1) 168, 070 $0. 3970 
Tgrtcit—apian-deeeeeee | k eemaaiael 8, 008,198 |. -.- bce al $66, 724 
Nonfat dry milk_.__......----| 6, 389, 640 $0. 1900 232, 326 re) None | None 
PG atetvencernsupaapied Riigiendnrciaiierea | Ge, FO OO Biteecncavege | | insane $0. 00 
! Donated. 


Statistics relative to estimated quantities of commodities, other than dairy 
products, purchased from private sources and CCC during fiscal year 1956 
through 1958, including estimated prices paid. 





Average price 








| 
| 
| 
Item Total pounds} Totalcost | paid per 
| | pound 
| 
Soy beans, all from commercial sources. __.-___._........-.---- | 441, 430, 206 $17, 194, 740 $0. 03895 
Beans, dry, all types, 1,096,000 pounds from CCC.- 8, 575, 886 837, 097 761 
Barley, pearl, all frcm commercial sources 1, 959, 990 | 79, 950 . 04791 
Cottonseed oil, all from commercial sources - -- iain cecaaiinds 199, 152 62, 752 | . 3151 
Rice, milled, all from commercial sources ----.._......-.------ 7, 227, 726 574, 301 | 07946 
Flour, wheat, all from commercial sources ----| 265,492,600 | 14,775, 914 | . 05655 
Soy bean oil, all from commercial sources vt samnt --| 24, 276, 424 3, 811, 280 | 15699 


37524 O—59———24 
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Exuisit H 
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Butte 


OCTOBER 1958 MONTHLY SALES LIST 
: ales Price or Method of Sale 


| . 


All sales are under LD-26 and amendments. All sales are in 
carlots only. As many as 3 buyers may participate in pur- 
shasing a single carlot. 





TIC price: For unrestricted use price is “in store" ]/ 
storage locations of products. 





For restricted use price 


cars at point of use name 





asis of delivery 
on f.o.b. cars point of expor 
is be “in store” CCC will convert to “in 
ied in LD-26 and amendments. 
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products in Arizona, California, 
and Washington, submit offers t 


ffice. For products in other 
Columbia, submit offers to the 
ffice,. 





ape 
New England 





Washingt 


nine 





cents per 


- restricted use: 





as an extender for cocoa butter in the manufacture 





f chocolate and in such a manner as will not displace 
ther dairy products from e in the manufacture of other 


products made from choc 





9 cents per lb. 


EXPORT - unrestricted use: 
39 cents per lb. 








INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 355 








++ 7 o >) rh 
modi ty males rrice or Method of sal 
lb. 
it 
_ 
hee rice ar 1 t to usual Is t nt r istur 
+ 
ntent. 
+ . Y TT ° 
Sassy & Ass + . 
titive bid an r t 
nnour nt = Y + 
ay er 1 3 I I C 
Yr 4 y — nah] —_— ¥ + 
+4+ 7 y ry y, + ter 











356 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Commodity : Sales Price or Method of Sale 
Cotton, extra long 
staple bid and under the terms and conditior f 





Announcement 
but not less 
surrer 


or (2) 


O-C-6, as amended, and NO-C-10, as 





N 
t 
ort 









market price as determined by CC 








Peanut 





vable loan rate for type 
origin, plus 5 percent, 
and other charges. 








announce 


han the higher of (1) 105 percent of the 
* 


plus reasonable carrying charges 
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ommodity : Sales Price or Method of Sal 





Commercial wheat-producing area: 


in CCC Price Support Bulletin Supplement and transit 
billing wheat: Market price basis in 
than the 1958 applicable loan rates plus 
bu. if received by truck or (2) 14 cents 
received by rail or barge. 


A. For wheat stored at any designated terminal set forth 





> but not less 
) 19 cents 





B. For wheat not included under A above: Market price 


but not less than the 1958 applicable rate plus (1) 19 


cents per bu. if received by truck or 14 cents if received 
by rail, plus (2) any reductions in freight rates, in 

eff t ti of sale, from those in effect on May 1, 1958, 
fy a } 4 

a ws 











the foregoing minimum per bu l or 
No. 1 RW $2.29 
No. 1 DNS 2.34 
Kansas ity Yo. 1 HW 2.29 
Portland lo. 1 SW 2.19 
ncommercial wheat-producing area: 
a asi in mercial area t 133 recent of 
at + pat 
If delivery is outside the area of production, appl 
freight will be added to the above. 





EXPORT-(as wheat): 
Under Announceme 
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modi ales Price or Method of Sale 


unrestricted use: 
rice but not less than equivalent 1 loan rate 
h rice by varieties and grades plus 5 percen 








ad jus for milling, plus 25 cents per cwt. in 
store. Prices and quantities available by 2s and 
grades may be obtained from Dallas and Portland C 
Commodity Offices. 








etitive bid under DL-MR-400/5 i) a 3 “J 
for export only under Tit] l ; 


announced by Dallas and Port 
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Commodity : Sales Price or Method of Sale 
Corn, bulk DOMESTIC: 
Commercial corn-producing area: 
Market price, basis in store 2/, but not less than the 
1958 applicable loan rate for corn produced in compliance 
with 1958 acreage allotments plus: (1) a markup of 11 
cents per bushel for corn in storage at point of production, 
2) markup of 13 cents per bushel and the rail freight 
from point of production to the present point of storage 
for corn in storage at other than point of production. 
Examples of the foregoing minimum price | for 
No. 2 yellow corn, 13.3% moisture and 1.4% foreign material 
including average paid-in freight from Woodford County, 
Illinois, to Chicago and Redwood County, Minn., to 
Minneapolis respectively: 
thicago $1.68-1/2 

Minneapolis 1.57-3/4 

Noncommercial corn-producing area: 
Market price, basis in store 2/, but not less 13 
percent of the applicable 1956 loan rate plus as 
above. 

Available Evanston, Dallas, Kansas City, Minneapolis, and 
Portland CSS Commodity Offices. 

ble corn, unrestricted use. (as available): 
ther than bin sites, through the above offices. At 

bin sites, through ASC County Offices. 
Under Announcement GR-212 revised, amended, 

to barter contracts and approved credit and eme 

sales, and under Announcement GR-368, for Feed 
Payment-in-Kind Prsgram. 
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mmodit Sales Price or Method of le 












ed ing minimum price per bushe exrail 
Jr barge): 
Minneapolis No. 2 barley 
XPORT: 
for ar D 2 
ita emer- 
for Feed Grain 
Minneapolis, Evanston it rtland, 





. . aA wma A ahnayv . e 
inciuced undcer A above: Mar 


ess than the 1956 applicable rate plus 
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Announcenent 








Ann 1, for applica- 
to barter contracts and approv 1 and emer- 
zency sales, and under Announcement GR-3 for Feed 
rain Payment-in-Kind Program. 











362 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


. 





$ Sales Price or Method of Sale 





bulk &. For grain sorghums originating in Arizona, California 
o, Nevada, New Mexico, Oregon, Utah, and Washington 
or stored at any designated terminal set forth in CCC 
Price Support Bulletin Supplement and transit billing 
grain sorghums: Market price basis in store but not le: 
than the 1958 applicable loan rates plus (1) 27 cents per 
cwt. if received by truck or (2) 18 cents per cwt. if 
received by rail or barge. 


’ 





B. For grain sorghums not included under A above: 
s than the 1958 applicable rate 
(1) 27 cents per cwt. if received by truck or 18 
per cwt. if received by rail, plus (2) any reduction 
in freight rates in effect at time of sale from those 
t 








in 





n May 1, 1958, from the point of storage to the 
ed terminal. 3/ 





If delivery ide the area of production, applicable 
freight will be added to the above. 


of the foregoing minimum price per cwt. (exrail or 





ay 


Kansas City No. 2 or better b2.49 
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Available Dallas, Portland, and Kansas City S Commodity 
Offices. 





Under Announce 





w-212 revised, amended, for 
























to barter contracts and approved credit sales and eme ncy 
sales, and under Announcement GR-368, for Feed Grain 
Payment-in-Kind Program. 

r_crushing) OR EXPORT: 

e basis in store but not less than 

rate for No. 2 grade, basis i 

ts per bus 
t tior 
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Commodity : Sales Price or Method of Sale 
Burley Tobacco DOMESTIC OR EXPORT - unrestricted use: 
(As available) Competitive bid under the terms and conditions of 


Announcement to be issued. This Announcement will cover 
a limited quantity (about 14 million pounds). Copies of 
such Announcement, when issued, may be obtained from the 
Tobacco Division, Commodity Stabilization Service, U. S. 
Department of Agriculture, Washington 25, D. C. 


aum_rosin DOMESTIC OR EXPORT: 
Offer and acceptance basis “as is“ in galvanized metal 
drums (averaging 517# net) in the stated quantities and 
on the designated storage yards, subject to the terms and 
conditions of Announcement TB-21 (Revised) and supplements 
thereto which will be issued monthly. Available through 
the American Turpentine Farmers Association Cooperative, 
Valdosta, Ga. 


Gum_ turpentine DOMESTIC OR EXPORT: 
Offer and acceptance basis, “as is", bulk in tanks in 
the stated quantities and in the designated storage tanks 
subject to the prices, terms and conditions of Announcement 
TB-21 (Revised) and supplements thereto which will be 
issued monthly. Available through ATFA, Valdosta, Ga. 








competitive bids as announced by Minneapolis 


sommodity Office. 
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USDA COMMODITY STABILIZATION SERVICE OFFICES 


CINCINNATI: Cincinnati CSS Commodity Office, 222 East Central Parkway, 
Cincinnati 2, Ohio. Telephone: Dunbar 1-2200. 

DALLAS: Dallas CSS Commodity Office, 500 South Ervay St., Dallas 1, Texas. 
Telephone: Riverside 8-5611. 

EVANSTON: Evanston CSS Commodity Office, 2201 Howard St., Evanston, Ill. 
Telephone: Long Distance -- University 9-0600 (Evanston Exchange) 

Local -- Rogers Park 1-5000 (Chicago, Ill.) 
KANSAS CITY: Kansas City CSS Commodity Office, 560 Westport Road, Kansas City 


41, Mo. Telephone: Valentine 1-7104. 


MINNEAPOLIS: Minneapolis CSS Commodity Office, 1006 W. Lake St.,Minneapolis 8, 
Minn. Telephone: Federal 9-3612. 


NEW_ ORLEANS: New Orleans CSS Commodity Office, Wirth Bldg., 120 Marais St., 
New Orleans 16, La. Telephone: Express 2411. 


PORTLAND: Portland CSS Commodity Office, 1218 S. W. Washington St.,Portland 5, 
Ore. Telephone: Capitol 6-3361. 


Cotton Products Export Office, New York City: 
80 Lafayette St., New York 13, N.Y. Telephone: Rector 2-8000. 











Representative of General Sales Manager, New York Area: Joseph Reidinger, 
80 Lafayette St., New York 13, N.Y. Telephone: “Rector 2-8000. 
Extension 715 - 716. 


Representative of General Sales Manager, West Coast Area: Callan B. Duffy, 
Balboa Bldg., 593 Market St., San Francisco 4, Calif. 
Telephone: Sutter 1-3179. 





> Hayden J. Bennett, 
c/o The American Embassy, The Hague, Netherlands 





